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INTRODUCTION 

THE CONTRIBUTIONS in this volume are reprints of articles 
which appeared during the past four years in the Indian Press. 
The common factor in them all is the fact that they were released by 
the Council for Economic Education which is a non-profit association 
formed in 1957 with the object of informing public opinion on 
current economic problems. The society was established to explore 
the possibility of providing a forum for the new managerial class 
which had grown up with industrialisation and which by itself had 
little time to devote to expositions of views on felt difficulties. 

In introducing this volume, I would like to call attention to the 
new ground that is broken in most of them. In the past four years, 
a change has come over our ways of thinking — many of the things 
said in these pages seem now not to need saying. But it is useful to 
remember that at the time they were written they were very much 
opposed to the current. Even where present policies reject the ideas 
contained in some of these articles, there is a considerable section of 


public opinion which thinks differently and is no longer under any 
sense of restraint to give expression to it. The Council does not 
claim credit for bringing about this change; — the logic of circums¬ 


tances has much to be thanked for it. But I do think the Council 
might justly be proud of having offered the opportunity for those who 
had something to say but lacked the time and the interest to say it. 

I would like to mention the valued services of Maurice Zinkin 

both in forming the Council and in contributing to its effort. Maurice 

has the happy gift of simplifying matters. As readers of his articles 

will see for themselves, he was undeterred by the experts from his 

consistent attempt to present economic subjects in plain terms, whether 

•n his speech or in his writings. His leaving India in April I960 was 
x loss to the Council 


N. Dandekuu 
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Current Profits Deposits 

By N. Dandekjir 

THE GOVERNMENT OF INDIA has published the draft rules for the 
Current Profits Deposit Scheme which the Finance Minister men¬ 
tioned in his supplementary budget speech in November 1956. The 
subject is a complicated one and it is engaging the attention of experts 
in business and industry. But, in the absence of any attempt on the 
part of the Government to explain the scheme, it will be useful if a 
few salient points are set forth for the general public. 

Before dealing with the details of the scheme, I should like to 
offer a few observations on the principle of compulsory deposits itself. 
In the process of planned development at an accelerated pace, such 
as is contemplated in the successive Five-Year Plans, it is under¬ 
standable that Government should be anxious to avoid, in the private 
sector as in the public sector, all types of unfruitful and undesirable 
deployment of the limited resources available. But equally, in an 
expanding economy, where national interests require that every 
effort should be made to encourage increased effort, it is essential that 
genuine business houses should be allowed free access to the money 
they need. The Government itself has adopted various devices to 
encourage concerns to use their profits in developing their own business. 
Economic planning by the State opens out opportunities for private 
enterprise, many of which cannot be anticipated in advance. Big 
expansion schemes require serious consideration and calculation, and 
no business house would like to make its plans known until they have 
reached some degree of maturity. But when a scheme becomes ripe, 
ecisions have to be taken, and implemented, quickly and effectively. 
c elief that big business concerns have large surplus funds lying 
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CURRENT PROFITS DEPOSITS 
idle, is an erroneous one at all times — but specially so in a rapidly 
developing economy — with the result that when decisions requiring 
considerable outlay are taken, all available resources have to be mar¬ 
shalled with the utmost expedition. 

For this reason, it is very important that restraints on private 
enterprise are recognised as emergency measures necessitated by the 
economic difficulties confronting the Government, to be operated 
smoothly, efficiently and with despatch when imposed and to be 
withdrawn as soon as the situation eases. If this approach is made. I 
am confident that the business world would respond immediately to 
it. Unfortunately much has been said which creates the impression that 
the Government does not take this attitude. As a consequence, even 
the fact that the draft rules are less drastic, as they undoubtedly are, 
than the Finance Minister’s speech in November had led us to expect, 
rouses fears that acceptance of the present milder measures will pave 
the way to a later tightening of the rules. I hope that the Government, 
and specially the Minister responsible for piloting the measure, will 
take an early opportunity to stress the emergency character of the 
scheme. It would be a statesman-like move, and it would go far towards 
creating a favourable climate. 

Coming to the details of the scheme, the rules, broadly speaking, 
have been ably framed with the difficulties of business in mind. Where 
they 20 wrong, is just where problems of day-to-day working are 
involved. This is only natural because we do not expect persons in 
Government who have their own complex problems to deal with, to 
bring to bear on such subjects a trained business mind experienced in 
the intricate problems of industrial and corporate finance. The in¬ 
ordinate delays in handling applications, for example, are not likely 
to carry the same meaning to the official who has to deal with thou¬ 
sands of applications in the course of his work, that it does to the 
person whose work is held up in the process. And this in turn has 
a bearing on the discretion which is left to the official in the detailed 
implementation of official policy. A demand for greater precision in 
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CURRENT PROFITS DEPOSITS 

drafting rules might seem to the man in the Secretariat to imply a 
slur on his capacity or his intelligence. But it might, and very often 
does, proceed from a proper appreciation of the importance of not 
over-burdening an already overworked man. Moreover, as Dr. Paul 
Applby observed in his report on administration, the Indian system 
abounds in bottle-necks created by the necessity for referring too many 
things to the man at the top. This state can be remedied, not merely 
by greater delegation of authority but also, and essentially, by less 
ambiguity in the rules and regulations that have to be implemented. 

Particularly in a scheme like the present one, it is necessary that 
the rules should be clear, providing for expeditious despatch of busi¬ 
ness and free from cumbersome procedures. The suggestions which I 
am putting forward here are designed to achieve this end without 
ignoring the object of the scheme itself. 

To begin with, it would be a helpful move if the administration 
of the Current Profits Deposits scheme were entrusted to a separate 
staff instead of being placed on the existing Income-Tax Commissioner 
who has already enough on his hands. The setting up of four Special 
Commissioners of Income-Tax in Delhi, Bombay, Calcutta and Madras 
would ensure the swift disposal of business and reduce the number of 
references to the Board of Referees, which under the arrangement con¬ 
templated in the draft rules will necessarily be innumerable. The 
Board of Referees itself should be under the chairmanship of a 
whole-time senior Government servant, not below the rank of Joint 
Secretary, with industrialists, bankers and accountants for its members. 
The rules do not give us the details of the Board’s working but I 
assume that it will not be a body functioning from one place, that 
it will be large enough to permit of operating in Benches of not less 

than three members, and that any general instructions given to it will 
be made public. 

I would like to see the definition of “approved purposes” enlarged 
to include (a) Working Capital, (b) advances to. or investment in. 
projects sanctioned under the Industries (Development and Regulation) 
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CURRENT PROFITS DEPOSITS 

Act, (c) advances to, or investment in, associated concerns, and (d) 
advances to, or investment in, managed companies by Managing 
Agents or Secretaries or Treasurers, the last two to the extent permit¬ 
ted by the Companies Act. The omission of these categories as speci¬ 
fically “approved purposes” is serious and it will result in considerable 
delays, consequent upon piling up of applications with the commis¬ 
sioners and the Board of Referees. Moreover, as the rules now stand, 
it will mean that some of moneys already applied for these purposes 
will have to be deposited with the Reserve Bank and an application 
made for their refund. It is easy to see that such a requirement will 
lead to endless confusion and may cause a stampede on the money 
market. To avoid this, it is necessary not only to specify as “approved 
purposes” the four categories I have mentioned but also to provide 
that for all other noti-specified purposes, for which the sanction of 
the authorities is required from case to case, application can be made at 
any time. Under the draft rules, the application can be made only 
shortly before the date the deposit falls due which is roughly six 
months after the end of the accounting year. And, of course, the 
Commissioner’s decision will take time; and if this proves adverse, there 
will have to be the reference to the Board of Referees which will involve 

further delay. 

In the working of the rules, there are one or two minor adjustments 
which I should like to see effected at the start because they will be 
found necessary in actual practice. But they need not be gone into 
here. Generally, I would say that if the authorities implementing the 
rules are given clear directions, no serious difficulty need be feared; 
and as the management of concerns is a continuing operation, it is 
very necessary that the general principles of the scheme are made 
known to all and the greatest emphasis laid on quick disposal of 
applications both by the Commissioner and the Board of Referees. 

There is, however, one section of corporate enterprise which has 
been included in the scheme without adequate appreciation of the 
complications involved. I refer to foreign firms. The Current 
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Profits Deposits Scheme requires 50% of the “statutory surplus to 
be deposited with the Reserve Bank. The “statutory surplus is 
calculated as the year’s profits, less taxes and dividends, plus depre¬ 
ciation allowances added back for this purpose. Hitherto, foreign 
companies have been allowed to remit out of India their Indian profits 
less depreciation and tax. The Government of India was justly proud 
of this “ready remittability of profits” in inviting overseas investment 
into this country. The Deposits Scheme may well cut right across 
this because in practice it is not going to be possible, save in rare 
cases or except after inordinate delay, for the Reserve Bank to know 
how much will be required to be deposited under these Rules. No 
foreign firm wants to borrow money in its own country in order merely 
to make the deposit in India, but some firms may have to do so when 
the amount retained under normal depreciation is not sufficient to cover 
the amount of the deposit. 

Moreover, even if some ingenious formula is devised to overcome 
this difficulty, there will still be considerable further confusion when 
the foreign concern wants to withdraw its deposit for an “approved 
purpose.” Does the utilization of resources for “approved purposes” 
mean only for such purposes in India, or will it cover them all over 
the world? And in shipping and aviation companies, how is one to 
separate the one from the other? The only solution which will re¬ 
move the legitimate fears of foreign companies, is to remove all foreign 
companies, other than those assessed as resident companies in India 
for five consecutive years, from the purview of the scheme, particularly 
in those sectors where we wish to encourage the entry of foreign capital 
and technical skills or where we do not desire investment to take 
place on any considerable scale. 

May 8. 1957. 
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The Budget and the Plan 

By N. Dandeker 

MR. T. T. KRISHNAMACHARI’S Budget has been described as a 
“Save-the-Plan” Budget—the Plan, of course, being the Second Five-Year 
Plan. In fact, the Plan has been freely used as a justification for its 
more drastic features. It is necessary, therefore, to consider the Plan 
itself at the outset. Mr. Nehru has constantly asserted that the Second 
Five-Year Plan is a flexible measure; and that within its general ambit, 
there is scope for annual planning. In one sense, we have had concrete 
proof of its flexibility — in the sense of its financial commitment. 
Beginning with a contemplated expenditure of twice the amount of the 
First Five-Year Plan, it is now nearly three times that figure. 

In the framework, little attention was paid to agriculture. In the 
first year, the omission was corrected. More recently, a belated interest 
is being shown in family planning. The railways have put up their 
bill. It has been said that the Indian mind is synthetic rather than 
analytical and that it is more inclined to add to its store than to throw 
out of the window that which is superfluous. The Second Plan fully 

bears this out. 

As a result, the Plan is a compilation of objectives, not all of 
which can be described as essential and many of which are certainly 
far from urgent. There are some items in the Plan which should be 
completed, if possible, before the period ends, for the rapid and healthy 
industrial development of the country. The extension of road and rail 
communications, the development of the steel industry, expansion of 
cement production and power generation - these occur readily to the 
mind as basic and urgent needs, work on which must be speeded up. 

There are other items that for all their importance can be deferred 
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until we are better able to meet their bill — as, for instance, the 
various programmes for building imposing structures. There are yet 
others that might be described as superfluous luxuries which could 
profitably be put into cold storage — such as. Prohibition which is 
a money-consuming programme, generating at least as much corruption 
as it fosters temperance. The Government’s attitude towards handi¬ 
crafts and cottage industries, specially khadi. is equally unreal. Hand¬ 
made goods are luxury items for which the consumer should pay more 
— they should depend for their market on the skill of individual 
craftsmen. For the State to subsidize them is to destroy the incentive 
to improve. 


Another important consideration lies in the attitude of the Gov¬ 
ernment. The approach of Western Socialists has undergone radical 
change in recent years — nowhere more so than in the place it assigns 
to the State in modern industrial life. It is being increasingly recog¬ 
nized that how well our resources are utilized is more important than 
who owns the resources and the instruments of production. This is 
more so when one ventures on economic planning where the achieve¬ 
ment of targets within a stated time limit is of the first importance. 
The Government of India, unfortunately, seems more impressed by the 
necessity for the State to do things than for seeing that things arc 
properly done. This approach must inevitably lead to a deteriorating 
situation as we have seen in the work of the State Trading Corporation" 
Here, beginning with the declared intention of expanding markets and 
securing new business, specifically with 'the Iron Curtain countries the 
Corporation has rapidly settled down to capturing the traditional trade 
and even to reducing existing concerns to the role of marketing agents 
for them. If the pattern persists, we shall be faced with a frantic 
late effort to meet declared targets and a paralysed private sector 
unable to function effectively. That will mean the end of democracy 
and . will certainly not be Socialism that we get in its place. What 
*.11 mean to the achievement of the Plan would be anybody’s 
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THE BUDGET AND THE PLAN 
The Budget proposals have to be considered against this back¬ 
ground. The urgency of the Second Plan programme has led the 
Finance Minister to draw up a tax charge of some Rs. 93 crores extra, 
besides deficit financing of some Rs. 300 crores; and the public has 
been exhorted to rise to this exaction lest the Plan collapse. But these 
considerations have not moved him to scrutinise the bill and effect 
equally drastic economies or to think how far the new taxes which he 
proposes, will not only yield the desired revenue but also help in the 


creation of new wealth. 

Mr. Krishnamachari has. no doubt, thought of giving incentives 
but he has confined such constructive thinking to that section which 
concerns revising the existing tax structure. Similarly, he has thought 
of incentives to saving when he deals with the interest on savings 
certificates. He has made a good beginning in creating new thinking 
on matters concerning the spread of the burden of the Plan over a 
wide community, the greater dependence on indirect taxes, t e re ie 
from excessive tax burdens of Section 23 companies, and the provision 
of incentives to foreign investors, inadequate though they may be. 
mioht be possible to distribute the burden in some other form, bu 
the"basic pattern, so far as the reconstruction goes, is well conceived 
Mr Krishnamachari has launched two new taxes - the 
net wealth and the expenditure tax - as a measure to ra.se revenue, 
Rs 15 crores, and as an instrument to bringing the Socialist soc.e y 
nearer Professor Kaldor, it may be mentioned, commends these tax 
not for their Socialism but for their contribution to the very capitalist 
Virtues of thrift and initiative. They were to be occompanied by suc 
a lowering of the income tax rate as to render evasm un ecessa y 
and even unprofitable. Departing from the original. Mr. Knshnam 
chari seeks to give the two taxes an egalitarian force, by retaining 

“SJT£.2——»*-— 
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and tentative feelers. This is shown by his inclusion of corporations 
among assessees to the wealth tax. It is a well known known fact 
that it is easier to collect taxes from companies than from individuals, 
the accounting system prevailing in companies ensures this. But in 
imposing taxes facility in collection is not the prime factor, though 
it is an important one. That it is the only consideration in the matter 
of the wealth tax is amply borne out by the Finance Minister’s failure 
to give to companies the same tax relief that he has allowed earned 
incomes among individual assessees. or to give any relief from double 
or treble tax of the same wealth held by shareholders in the assets of 
their companies. With regard to the psychological elTect on the taxed, 
it is significant that the result of the Finance Minister’s half-hearted 
approach will be to concentrate attention on the increased difficulty 
of evasion rather than on the reduced necessity for evading taxes. 

An expenditure tax. to be explicit, applied by itself would remove 
the urge to evasion if it is coupled with a reasonable income-tax 


system — not taking off more than about 42 to 45 per cent of the 
income at the highest rates, as Professor Kalder recommends. It is 
naive to believe that the only way to avoid the incidence of the expen¬ 
diture tax, even in the context of a low income-tax-supertax structure, 
would be not to spend beyond the non-taxable level; but still to many 
evasion would well seem pointless. But an expenditure tax at very 

sUff rates cou P led vv »th a high income tax and a high wealth tax is 
about the most decisive encouragement to explore avenues for evading 

“U ° f lhem by conce almcnt both at the earning and spending ends It 
has been already observed that the new tmpositions confer too much 
power on the tax-gathering official and that the privacy of the indi- 
v.dual’s home will be destroyed. However, there seems to be no 
■mention, at any rate initially, to institute an inquisitorial system and 
we might give the Government, the Finance Minister and the rulin- 
Congress Party the benefit of assuming that they are as jealous of the 
common hbert.es of the individual which equally apply , 0 the m as 

any ° ther d ‘ iZe " ° f ^ from pas, experience', is ^ £ 
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conclude that the objects of the imposition will be frustrated on a 
fairly extensive scale, which in turn would make it difficult not to 
resort to inquisitorial proceedings. The cumulative effect of these 
measures cannot but be disinvestment from industrial undertakings 
and investment in bullion and other items which can be undisclosed 
or written down, a development that the needs of an industrially 
expanding economy least wants. Both Mr. Nehru and Mr. Krishnama- 
chari, it will be recalled, not so long ago called for gold and jewellery 
from the public, to meet the Plan bill. A policy which sets the reverse 
process in operation, can scarcely have anything to commend it. 

If the wealth and expenditure taxes are charged with these dan¬ 


gerous potentialities, the wealth tax on companies is quite unjustifiable. 
No one can contend that corporate finance is unproductive wealth. 
Since the basic concept underlying a wealth tax is to render unpro¬ 
ductive wealth a liability, one would have thought that the Finance 
Minister would have left industrial concerns untouched and even ex¬ 
empted investment in industry from the mischief of the tax. The 
advantage of such exemption would be in direct proportion to the 

incentive it would offer to industrial investment. 

We must now go back to the Plan because the Finance Minister, 

in his reply to the debate in the Rajya Sabha. has said that he virtually 
accepts most of the criticism but pleads in defence of his proposals 
that the Plan calls for a determined effort. He has emphasized the 
need for distinguishing between the basic programme of the Plan and 
•he unessentials. He has admitted that costly adventures l.ke Proht- 
bition and restraint from levying a salt tax are concess.ons to scnt.ment 
and to the principles of the Congress Party; he has accepted that the 
Wealth Tax on companies is justified only because of the revenue ,t 
yields In all this, however, there is a dangerous neglect of the psy 
^logical factor. After all. it is largely a matter of weighing on 
sentiment a°ainst another; and from a national point of view 
sentimental commitments of the Congress Party, to which a large 
number of party members adhere only out of a sense of party loyalty. 
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must give way to the exigencies of a national emergency. And one 
expects a Finance Minister to make the situation clear to the party 
and to Mr. Nehru himself whose lead would be decisive. Mr. Krishna- 
machari stands in relation to the Congress in a far stronger position 
than any of his predecessors in office. 

The situation that confrQnts us today, is one in which the maximum 
effort is called for and where personal predilections count little. If 
the Plan is to be worked.^cspecially that part of it which Mr. Krishna- 
machari so frfrppity ^esc ribcd as its "core" — and on this there are 
no two opinions — it is absolutely essential that it should be rigorously 
stripped of surplus commitments and a scale of priorities drawn up 
rigidly. Then again the necessary psychology has to be created in 
the country so that it is looked upon as a national plan, not a party 
plan nor a dictated plan from the top. Also the psychology of overseas 
investors must by no means be forgotten. It is no use collecting 
rupees by processes (like wealth tax on investments) which will scare 
away the foreign exchange upon which much of the Plan itself is 
dependent. And, last but not least, we must shed completely the 
attitude which seeks to distinguish between governmental effort and 
private enterprise or to discriminate in favour of the one at the expense 
of the other. If those proposals in the Budget which suffer from these 
weaknesses, are ruthlessly cut out. there is no need to worry about 
the burden imposed on the nation. 

June 8. 1957. 


/ 
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The Second Five Year Plan 


By N. Dandej^* 

IT IS SOMETIMES forgotten that the Second Five-Year Plan has 
two parts. There is the public sector part which was originally to cost 
Rs. 4800 crores and which may now cost Rs. 5,200 or Rs. 5,600 crores 
according to ministerial fancy. There is also the private sector part 
which was to cost Rs. 2,400 crores, and which may now cost as much 
as Rs. 3,400 crores. 

Mr. Krishnamachari defends his Budget on the grounds that 
without it the Plan cannot go through. One must ask him not only 
whether his Budget will help to find the money for the public sector 
part of the Plan, but also whether it will enable the private sector to 
find the money it loo needs. 

Some parts of the Budget are to be unequivocally welcomed. The 
exemption from tax of employer’s contribution to provident fund re¬ 
moves an old grievance of the salaried classes, the amendment of S.23A 
makes proper ploughing back again possible for many companies, and 
the reduction in income-tax on earned incomes provides some extra 
encouragement to work for people like businessmen who have to be 
paid in money since they cannot, like officials and politicians, be paid 
in power. Welcome too are the reductions in that old anomaly, super¬ 
tax on inter-corporate dividends, and in the excess dividends tax. a 
tax which by basing itself on paid up capital, continues to act as a 
penalty on good financial behaviour in the past and a reward for the 
persistent watering of capital so beloved of the dishonest company 

promoter. 

The fall in stock exchange prices over the last few weeks, however, 
reveals that there is another side to the Budget, and this other side 
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combined with what was done in last year’s three Budgets, is a very 
serious blow to development indeed. If the private sector is to fulfil 
its part of the Plan it has to find over Rs. 3,000 crores. This money 
can only come from one of three sources. It can be raised in the 
market, or got by the ploughing back of profits, or borrowed from 
banks and other financial ^stitutions. There is no other way. This 
Budget together with last three Budgets, makes getting money from 
any of these sources very much more difficult. 

The best method of raising money for most companies, and the 
one on which in most countries the private sector relies for a major 
part of its resources, is the ploughing back of profits. Companies which 
have now to pay a wealth tax, a bonus tax, which even covers several 


issued last year, and a higher income-tax and corporate tax than 
previously, and which also have to deposit a large part of their 
current profits with Government, will be very much less able to plough 
back profits than they were when the Plan was formulated. It is true 
the Government has said that the deposit of profits will be released 
for all proper purposes. But what are proper purposes will be for 
others and not the companies’ own directors to define; and it is ominous 
that, whilst in the rules the repayment of a loan charged on the com¬ 
pany s fixed assets is recognised as such a proper purpose, there is no 
such specific recognition given to the repayment of loans secured by 
the hypothecation of stocks, which is a much more usual way for 
companies to raise their working capital. 


The second way by which companies raise money is by going to 
the market. This is particularly true for rejatively new companies 
and for companies with large development programmes: in other words, 
for the most dynamic companies, those which are contributing most 
to the increase in the national income. If a company is to be able to 
go to the market successfully, investors must feel that by subscribin', 
they can make money. People do not otherwise invest the savings* 
which for most people represent their only guarantee of their own 
future and the future of their families. Nobody buys out of patriotism 
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or some general desire to make the Plan succeed. Shares will only 
be bought, companies will only be able to raise money from the mar¬ 
ket, if it is possible for the investor to make a profit and to obtain 
an income. 

This is a truism. But the obviousness of its truth has not prevented 
Government from ignoring it over the last two years. First came the 
excess dividends tax, then the capital gains tax; now come the wealth 
tax and the tax on bonus shares. These are quite specially shattering 
to confidence; the wealth tax on companies because it is a clear de¬ 
parture even from socialist principle!—egalitarian arguments do not 
apply to companies, which must build up their wealth if they are to 
develop, but only to their shareholders; and the tax on bonus shares 
because it has been made applicable to issues which have already been 
made so that no one knows where he stands any more. No wonder 

that, in little more than a year, share market values have gone down 

by some 20%. When it becomes clear to the investor that Government 
is determined, on the one hand, that he shall not make any but the 
most limited of gains when his company expands, and. on the other, 
that his dividends shall not go up except at outrageous cost, he naturally 
sees rather little point in buying shares. Inevitably the market goes 
down. This may give pleasure to those who get joy from the thought 
of the losses the rich are incurring. It will cause only distress to 

those who remember that money has to be raised for cement and 

carbon-black and rayon and dyestuffs and all the other industries which 
the Plan has reserved for the private sector. What has happened to 
Tata and Indian Iron and Associated Cement shares is warning to 
those who so recently subscribed large sums to these companies that 
it does not take Government long to make the terms of even quite 

attractive issues look not nearly so attractive. 

The last way for companies to raise money is from banks and 
financial institutions. This, too, is now difficult. The nationalisation 
of life insurance has led. perhaps temporarily, to a reduction in the 
money available from insurance premiums. Government’s large and 
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successful borrowing programme has reduced the amount the banks 
can lend. Deficit finance for the public sector means a very close 
limit on the banks' power to create credit for the private sector. Money 
is necessarily tight, and although Government has been generous with 
special institutions from the original Industrial Finance Corporation 
to the latest proposal of a special corporation for medium term loans 
to medium size industries, these are not a complete substitute for the 
old confidence that, if one had a good proposition and adequate secu¬ 
rity, one would always be able to borrow reasonable requirements of 
working capital from the bank. 

It may be argued that these misforiur.es cannot be helped. The 
public sector plan must go through and if the private sector suffers 
in the process, then that is part of the socialist pattern. This argument 
is ill-conceived for two reasons. 

First, on the whole the capital-output ratio is particularly low in 

the private sector projects. Any reduction in the capital available for 

the private sector, in other words, reduces the increase in the national 

income more than does an equal reduction in the capital available to 

the public sector projects. The purpose of the Plan is not just to 

produce steel mills or to pay for bigger and better cultural delegations. 

It is to make the ordinary man better off. Every reduction in the private 

sectors power to put up rayon mills and cement factories and bicycle 

plants delays the day when the ordinary man finds life more worth 
living. 


Secondly, priorities cannot be given to entire sectors. The whole 
of the public sector’s plans cannot be put before the whole of the 
private sector’s plans any more than the whole of the private sector’s 
plans can be put before the public sector’s plans. There are certain 
public sector projects, what Mr. Krishnamachari calls the core of the 
Plan, which obviously have the very highest priority. Nobody questions 
the need to put everything available into finishing at least two if not 
the three public steel plants, or expanding the capacity of the railways 
But there are certain private projects which have an equally hid, 
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priority. The private steel mills need the same priority as public steel 
mills; both are part of one programme. The expansion of private 
lorry goods transport is just as important as buying rail wagons; both 
share in moving the same goods. It is true that there are some private 
projects in minor consumer goods industries, for instance, that can be 
postponed without too much damage. It is equally true that there are 
some public projects which could be postponed without any damage 
at all. The Rs. crores which are to be spent next year on new trans¬ 
mitters, or the Rs. 3 lakhs for television could be put off even for 
10 years without the national income rising any the slower as a result. 

To put through the Plan will in any case strain the economy to 
the utmost. Merely to demand that it must be spread over 6 or 7 or 8 
years does not help. There are many projects like the steel plants 
and the railway line doublings where what is important, on the con¬ 
trary, is that they should be finished as soon as possible so that the 
large amount of capital tied up in them may stay unproductive for the 
minimum lime. But if the main priorities are to be achieved, if the 
25% increase in the national income over the 5 years is to be achieved, 
then it is clear that inessentials must be ruthlessly cut out. Taxation 
has now gone beyond the stage where it produces net capital formation. 
Such taxes as the wealth tax on companies may make the Plan a 
little easier in the public sector, they make it very many times more 
difficult in the private sector; and it is no consolation to the public 
if they get their transmitters and their television, but do not get their 

cloth, their houses and their sugar. 

The need to cut out inessentials applies to the private sector and 
public sector equally. In the private sector it has already been done. 
Between the Industries (Development and Regulation) Act, the tighten¬ 
ing of credit, and import control, no inessential scheme can get through. 
There has been no corresponding cutting out of low priority expenditure 
in the public sector. What is now needed is a ruthless insistence on 
the excision from the budget of every item which, however desirable 
in itself, does not contribute directly to that 25% increase in the nation- 
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al income which is the central aim of the Plan. Is it really necessary 
to have in the same Budget one new item for “Plan publicity” and 
another new item for “Second Five-Year Plan publicity”? 

May 24, 1957. 
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A Labour Policy for India 

By N. M. Wagle 

RECENTLY when signs of discontent among government employees in 
the various Central Government departments manifested themselves, 
attention was drawn sharply to the fact that some of the benefits 
recommended by the Central Pay Commission of 1947 had not yet 
been implemented. Government spokesmen, while not directly denying 
the demands, have repeatedly brought up the financial implication 
of any upward revision of Central Government emoluments and its 
obvious reactions on State employees and its ultimate effect on Central 
and State budgets and on the general price level. 

During the same ten years, the Government of India has actively 
pursued a policy of securing higher remuneration for labour employed 
in industry and commerce, of instituting additional benefits like Provi¬ 
dent Fund or gratuity. Private concerns have been even required to 
dip into their reserves to pay bonuses to employees, and industrial tri¬ 
bunals have on occasion recast audited balance-sheets in order to 
accommodate increased remuneration, as the Reserve Bank Committee 
on Finance for the Private Sector observed. In one industry at least 
— the cashew industry of Kerala — a bonus, at 4% of the annual 
earnings of a worker, has been fixed, irrespective of the earnings in 
any given year. The awards of industrial tribunals, the tripartite 
agreements and the minimum wages reports of various committees will 
yield many other instances of the benevolent interest taken by the 
Government in upgrading incomes and instituting benefits for the 

employees in industry and commerce. 

It is unnatural to expect that the lower grade employees in 

government service will remain unaffected by a policy which is so 
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deliberately directed to raising remuneration and increasing pecuniary- 
benefits for industrial workers. The “success” of the Government in 


restraining its own employees in these circumstances, even if it is only 
partial, carries the implication that the rise in per capita national 
income over the past six years has come mainly through the private 
sector. This again is not without its bearing on the policy of the 
Second Five-Year Plan which reserves a greater part of the proposed 
outlay to the public sector but expects an even greater rise in the 
per capita national income during the Plan period. Obviously these 
contradictions cannot be persisted in. and it is time that certain basic 
factors are appreciated in considering standards of wages and other 
benefits which must apply to all wage-earners whether with the Central 
and State Governments, or in large and well-established concerns, or 
in small and not too well-established units of industry. 


The first point — rather obvious but one that is often forgotten 

every time there is a discussion on living standards or ‘fair wages’_ 

is that India is a poor country. The average real income of an Indian 
is much lower than that of nationals of all highly industrialized 
countries and lower too than that of some of the less heavily populated 
under-developed countries like Thailand and Ceylon. 

Secondly, we have in India several millions of able-bodied men 


and women either totally or partially unemployed, whose standard of 
living is lower than even the admittedly low average for the relatively 
more fortunately employed. In areas where the joint family prevails 
- and they are the larger part of India - there is little personal 
ambition to impel the unemployed dependant to seek his own living. 
In the rural areas, it is difficult to distinguish between the under¬ 
employed and the unemployed. Nevertheless, the basic fact remains 
that real wages of employees and real earnings of the self-employed 

have to be ra.sed considerably before they can be said even to approach 
fair living conditions. 


Since the vast majority of the population live at present at or 
below subststence level. Democracy's acid test in India will be the 




A LABOUR POLICY FOR INDIA 

extent to which these conditions are improved and the concrete efforts 
made to this end by those at the helm of the Government. Emotional 
outbursts or impassioned declarations about targets and goals and 
eradicating sub-human standards will not do service for considered 
and determined action. And the effort must be directed towards raising 
living standards in all sections of the community, avoiding any blatant 
discrimination between one section and another. Gross disparities 
between town and country, agricultural and industrial labour, state 
employees and employees in industry and commerce cannot be main¬ 
tained over a long period without destroying the economic stability 
and equilibrium of the nation. And since the greatest benefits go to 
those workers who are best organised and most assertive, there will 
spring up vocal elements in one neglected section after another dis¬ 
rupting the steady development of the nation’s economy. This, it can 
be easily imagined, will only mean the subordination of the stable, 
industrious sections of the population to the professional agitator or 
the unpractical fanatic. Instead of orderly progress we have an un¬ 
healthy development with a latent menace in the discontent of large 
sections of the population. 

Viewed against this background, both the administration of the 
Central and State Governments and the policy declarations of the Con¬ 
gress Party have so far been extremely naive and shortsighted. In 
attempts to win over organised labour which is limited to a few private 
establishments, they have overlooked the obvious reactions on the 
general body of workers outside this limited sphere and, even more, 
on the larger body of the partially or wholly unemployed. During 
the past ten years, a privileged class of workers has been formed which 
progressively gains increasing benefits through acts and ordinances, 
awards of national and State tribunals, and settlements negotiated by 
leading Congressmen either in their capacity as Ministers of the Gov¬ 
ernment or as leaders of trade unions. As a rule, the better the con¬ 
ditions of employment in an industry or even in a unit of industry, 
the heavier has been the burden imposed on it by legislation, award 
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or settlement. 


This irrational pattern is to be seen all over the country. Though 
legislation does not normally refer to ‘capacity to pay’, several tribunals 
have openly declared that, even where workmen concerned in disputes 
before them are already in receipt of benefits substantially higher both 
in cash and kind than the standards generally obtaining in the region, 
the tribunals would like the employer to ‘set a good example’ by im¬ 
proving on his already relatively favourable position. 

In an atmosphere conducive to labour pressures, it is not surprising 
that the best paid and best looked after labour is the most active in 
putting forward a constant stream of demands for higher benefits in 
terms of pay, dearness allowance and bonus combined with less work 
and more leisure in terms of shorter hours of work, more leave, etc. 
The legalistic attitude of tribunals and the intrusion of outsiders in 


trade unions combine to weigh the scales against employers. 

It should be obvious to responsible Union leaders that certain 
sections of labour are doing better than their counterparts in other 
industries and very much better than the average government employee 
with similar qualifications. Surely these privileged sections could be 
advised to moderate their demands until such time as conditions of 
other workers, including government servants, come a little nearer to 
their own. Until development in the national economy makes it pos¬ 
sible to provide some employment for the present mass of the un¬ 
employed. better placed workers could be urged to confine their de¬ 
mands within the limits of what can be met out of greater productivity 
on their own part. A general assumption that industrial development 
is an automatic process which calls for no special ability or effort 
undermines the position of the industrialist. For from appreciating 
that well-established concerns as a rule do look after their workers 
reasonably well, the prevailing attitude is that without government 
intervention workers cannot expect a fair deal from any employer 
which is itself detrimental to discipline and harmony in industry ' 
even a few trade union leaders were openly to adopt a reasonable 
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attitude, healthier conditions in industry are bound to follow. For 
there would then be some incentive for progressive employers to con¬ 
sider ways and means of improving working conditions with a view 
to promoting happier relations with the workers and achieving higher 
productivity. As things are, an employer cannot be blamed for fearing 
that any concessions offered by him will be taken to indicate “capacity 
to pay” and exploited as the basis for further demands and larger 
extortions. This is not asking too much since most Labour Ministers 
belong to a single party and trade union leaders need not always have 
political objectives in mind. Responsible union leaders obviously have 
the vision to see the facts of a deteriorating situation; what they appear 
to lack is the courage to say the words that will stay the rot. Here is 
where Labour Ministers can give a useful and timely lead. 

Even in enforcing benefits by legislation, the absence of an inte¬ 
grated approach is startlingly apparent. Hardly any notice is taken 
of parallel benefits already conceded by a progressive concern. For 
example, when the Government Provident Fund scheme was intro¬ 
duced by Ordinance, in considering whether an existing approved pro¬ 
vident fund scheme should continue to cover certain sections of labour, 
no account was taken of other benefits like gratuity schemes, com¬ 
plementary to Provident Fund, available in some units of industry. In 
many cases, in spite of every single employee affected applying for 
exemption from the State Provident Fund Scheme, the entire labour 
force covered by a company’s existing recognised Provident Fund 
Scheme was compelled to join the State Provident Fund Scheme. And 
employers who had introduced their own Provident Fund schemes 
conforming to the standards set up by the Central Government in 
the Income-Tax Department were placed in the same category as less 
progressive employers who had no Provident Fund scheme and no 

gratuity scheme for their labour. 

Similarly, when the Industrial Disputes Act was amended to make 
retrenchment compensation obligatory, no reference was made to ex¬ 
isting schemes of gratuity on retirement or retrenchment current in 

22 


A LABOUR POLICY FOR INDIA 


several sections of industry. Consequently, in certain industries a 
retrenched worker receives a double benefit — the one stipulated by 
Law being superimposed on that already accepted by the employer. 

4 

Then, again, while the principle of retrenchment compensation is fair 
enough, as no worker who loses his job through no fault of his, should 
be denied reasonable assistance to tide over a period of involuntary 
unemployment, there is no reason why a man in a government depart¬ 
ment should not also be given this assistance. He has very often 
accepted government service on lower renumeration because of the 
attraction of security and, when he is retrenched, he stands in even 


greater need of compensation than his counterpart in industry. Yet 

many government servants who have served as long as ten years in 

posts classified as “temporary." have very limited rights to the usual 

benefits. Incidentally, although in industry and commerce Labour 

Tribunals have insisted that employees who have completed between 

three to six months' service must be confirmed, this principle is not 
observed in government employment. 

These examples — and many more could be added to them — 
make it obvious that for the past ten years the Government and the 
Congress have been following the short-sighted, if emotionally satisfy¬ 
ing. policy of preaching to. and forcing on. industry and commerce 
norms which they were not ready to apply within their own sphere As a 
short term policy, i, might have had its attractions, but events are 
as. proving that it has played itself out. I, is no longer possible to 
keep one s eyes averted to the lag in government employment, even 
y ing attention to the achievements of a “pro-labour” attitude in 
industry and commerce. Considerations of rising costs inflaf 
Productivity, disparity, in relative standards of Uvig d not g 
government employees alone. g 

The entire body of labour cannot be expected to line ud behinH 
straight standard, but the different sections shou, TZTt .2 
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while it ensures steady, if slow, progress, at the same time secures 
positions which cun be maintained and consolidated. The responsi¬ 
bility is specially great for Labour Ministers who have had intimate 
knowledge of conditions in industry and commerce and can, if they 
will assert themselves, give a realistic direction to the government’s 
industrial policy. When, as now, political considerations have to give 
way to economic needs, surely it is the men of experience whose views 

must count. 

November 27, 1957. 
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Wealth and Expenditure Taxes 

By N. Dandeker 


IN ONE SENSE, Government has been very reasonable over the wealth 

and expenditure taxes. It has been willing to ease most pinching shoes. 

For instance, one official residence has been exempted for each prince, 

foreigners have been allowed some remittances, those accustomed to 

large expenditure have been given a transition period, new companies 

and new undertakings of existing companies have got a limited exemp¬ 
tion. 


If these taxes were in principle good—so that the test would be, 
have they been made as painless as possible? — Government would 
deserve every congratulation. Unfortunately, in the context of the 
Second Five Year Plan these taxes are not in principle good. They 
are not good for one very simple reason. They diminish or even dis¬ 
courage saving; and everybody is agreed that at this moment more 
saving is our economy’s first need. 

During the debates nobody denied that a wealth tax must dis¬ 
courage accumulation of wealth, and that the purpose of saving is to 
accumulate wealth. The Finance Minister did argue that the expen- 
d.ture tax would cut expenditure and would therefore mean that people 

would save more. Bu, there was no great conviction behind his art 
ment. ° 

The defence made for both taxes was that they would bring about 
greater socta. equality. India, it was said, was a country of vej tea 

SEti “ ds of 'r- some peopie d ° " 0t -0* 

t ° therS i are nch the standards of the United 

ste which s U WaS C ° mended - Creates d ‘ sconle nt on a 

scale wh.ch » a menace to our democracy, and is a constant offence 
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to all our feeling for those less fortunate than ourselves. 

It is true that our disparities are extreme. This is not because 
the better off are in any way better off in India than anywhere else, 
but because the poor are poorer. The men we consider rich are on an 
average less rich than those who are so considered in Western countries. 
Moreover, they both have less luxuries on which to spend their money, 
and on the whole spend it much less ostentatiously. Our trouble is 
that so many of our people earn only Re. 1 or Rs. 2 per day. The 
cure for disparity is to reduce their poverty rather than the rich man’s 
riches, however useful as a short term palliative to enable the politician 
to gain time the reduction of the rich man’s wealth may sometimes 
give. The only way to reduce poverty is to increase fruitful invest¬ 
ment. And this in its turn can only be done if there is more saving. 
Savina, therefore, is the heart of the problem even from the point of 
view of the socialist and the idealist whose sole economic concern is 


that the face of the poor shall cease to be ground. 

One may accept that the wealth tax and the expenditure tax will 

reduce inequality and may even reduce it considerably. Much of the 
talk about how evasion will make these taxes effective is based on an 
exaggerated belief in the inefficiency of the Income-Tax department. 
The "income-Tax department is on the whole one of our better run 
departments, and it is unlikely that any but a few criminals will be 
successful in any large scale evasion. We may accept too that these 
taxes mean that the rich man now must face the fact that howeve 
hard he works he will get poorer every year, that, as one of them pu 
it bitterly, he will now have to pay for the privilege of living in his 
own country, and can only envy those who saw it all commg and 

emigrated in time. the 

When one has accepted all this, when one has even accepted the 

very doubtful proposition that they will increase the efficiency o co - 

lection sufficiently to be worth the harassment they will 

St,., remain true that they will no. achieve them primary o^e tiv . 

which is to make easier the carrying out of the plan or the improve 
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ment of the lot of the poor. It is true that the poor like the rest of 
us suffer on occasion from envy. But one doubts whether their envy 
will be appreciably diminished by the thought that a man who has a 
crore of rupees today will in a few years’ time only have Rs. 90 lakhs, 
if only because their envy is not directed mainly against the very rich, 
but against those next door in the village who have a few more acres 
than they have, or who take a high rate of interest on the money 
they lend. 

It is, therefore, doubtful if the wealth tax and the expenditure 
tax will make anybody much less envious; and if one considers not 
people's lower emotions but their interests, it is clear the new taxes 
will do great damage, and this for two quite separate reasons. The 
first affects Companies, the second, individuals. 

The case as affecting companies is quite simple. In every normal 
economy nobody saves as much as companies do. It is not unusual 
for companies to save half their profits after taxes. No private indi¬ 
vidual saves on that scale. Moreover, the company not only saves, it 
saves for the purpose of immediate or almost immediate investment. 


And company investment has two very clear advantages over most 
other investments. It is controlled by people experienced in business, 
and it normally goes into uses which yield quicker and larger increase 
in the national income, such as mining and industry, rather than into 
such fields of lesser advantage as residential buildings. One would 

have, therefore, thought that Government would have done everything 
to encourage such company savings. 

With the left hand it does so. It gives a development rebate 
accelerated depreciation, more favourable terms for undistributed pro¬ 
fits. The wealth tax acts in exactly the opposite way. It is a perfect 
example of the old governmental game of the right hand not knowing 

at lcft hand has done - th °y?h. to be fair to government, it il 
somewhat exceptional for both the right hand and the left hand to 

belong, as m this instance, to the same section of the same Ministry 

The Finance Minister is inclined to justify his tax as just another 
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addition to the corporation tax, and not a very big one at that. For 
some companies who make much the same profit every year and 
whose capital investment is not particularly heavy this may be true, 
though it is rather difficult then to see why the Finance Minister did 
not choose the simpler method of increasing the corporation tax directly. 
But for a very large range of other companies it is not true. It is not 
true, for instance, for the company that barely makes the amount 
which it will have to pay in wealth tax, and therefore has to pay the 
whole of its profit as tax. It is not true for a company which does 
well in one year and badly another. Above all, in comparison with 
the straight tax on income, it discriminates very heavily against com¬ 
panies whose capital investment is large and in favour of companies 
whose capital investment is small. This would be quite understandable 
if Government’s desire were to encourage trade and discourage invest¬ 
ment in heavy industry. That might even be a defendable policy for 
a country short of capital. It is not. however, the policy Government 
has announced itself to have. The policy as laid down in the plan 
is the exact opposite. It desires above all things to encourage heavy 
industry. One of the difficulties Government is trying most desperately 
to solve is to get enough capital for the heavy industries planned in 
both the public and the private sectors. The wealth tax on companies 
therefore is not just a case of the right hand taking away what the 
left hand has given but a case of the right hand chopping the left hand 


off altogether. . , . . ,, 

The riaht hand does not even have the justification that the le 

hand was gangrenous. One may tax the wealth of individuals because 

it is socially desirable to make them less wealthy. But nobody, no 

even the communists, wants to make Tatas or Associated Cement 

smaller; on the contrary, everybody wants them to grow and grow_ 

z„ ■*"» ,i \“ a 

or state owned; there are no arguments about whether or y 

should get bigger. Yet the main effect of the tax ,s to make it mo 

difficult for them to get bigger. 
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Nevertheless, companies will survive the wealth tax though at the 
cost of further expansion. But will the will to earn and to save of the 
wealthy individual survive the wealth tax and expenditure tax, piled 
as they have been on high super taxes and a considerable capital gains 
tax? Making money is hard and hazardous, skilled and worrying 
work. The dishonesty which so many people regard as the key is in fact 
not very helpful, or there would be many more rich men than there 
are. If the few rich people who have the skill and are willing not 
only to work, but even more important, to worry and take risks, 
once feel that it is no use saving because one way or another Govern¬ 
ment will in due course take away more than the whole of the return, 
and it is no use working, because neither they nor their children will 
be allowed to benefit from their efforts — and that is what taxes of 
more than 100% means — then they will all retire to Ootacamund or 
Poona; that would at least save on expenditure tax. Will the ICS 
and the politicians then run everything? 

February 12, 1958. 
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The Development Rebate 

By N. Dander*r 

THE PROPOSED REVISION of the conditions for the grant of deve¬ 
lopment rebate to industry in respect of new machinery or plant 
installed during an assessment year may create complications which 
may make the system of rebate a dubious concession. The increase 
in the rebate on new ships launched after December 31, 1957 from 25 
to 40 per cent is intended as an additional concession to shipping com¬ 
panies but neither these nor other industrial concerns can derive much 
satisfaction from the rebate they now secure if the restrictions proposed 
are to be strictly enforced. The Taxation Enquiry Commission re¬ 
commended a development rebate at 25 per cent of the cost of new 
assets installed by an assessee by allowing this proportion to be charged 
to revenue in lieu of the initial depreciation allowance (but suggested 
the continuance of the additional depreciation allowance). This rebate, 
being in addition to the other allowances, acts as a bonus over the 
normal recovery of the cost of plant and machinery through normal 
depreciation allowances so that the assessee is helped to recoup about 
125 per cent of the cost. The concession has been available for all 
new machinery installed after March 31, 1954 and all industries 
engaged in expansion have benefited to the extent of the tax-saving on 
25 per cent of the cost of new plant installed by them in a year. Till 
now there have been no other conditions attached to the rebate, though 
some of the prudent companies, whose earnings are adequate, have 
on their own set apart the sums thus- saved on tax. The initial depre¬ 
ciation allowance was withdrawn in the last May Budget (1957) in 
respect of new assets installed after March 31, 1956 on the ground 
that it had lost its significance after the introduction of the Development 
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rebate. 

New conditions are now sought to be imposed on the ground that 
the development rebate should be availed of for the development of 
the industry concerned and “not frittered away otherwise.” There is 
a curious affinity between this and the plea put forward for the com¬ 
pulsory deposit of company reserves. The conditions now imposed 
are that an amount equal to the entire development rebate (not merely 
the tax saved on it) should be debited to the profit and loss account 
of the relevant year and credited to a reserve account, that this amount 
should be utilised by the assessee during the following period of ten 
years only for the acquisition of assets or for investment in the indus 
try, and that the machinery for which rebate is granted should not be 
sold for ten years from the date on which it is installed. An infringe¬ 
ment of any of these rules may lead to the disallowance of the rebate 
and the tax being reimposed. All these restrictions apply to machinery 
installed on or after January 1, 1958. 

The basic defect of this approach lies in the misconception that 
the rebate thus granted or the tax that is saved is always available in 
that particular year for being earmarked to a reserve. It is not merely 
theoretically conceivable but practically true that in many cases either 
the rebate or even the tax saved on it is lamer than the actual earnings 
of an undertaking engaged in expansion, so that even the whole of 
the earnings may be insufficient to meet this new requirement. In 
other cases, the credit to a reserve fund of the tax-saving alone, not 
to speak of the entire rebate, may reduce in varying proportions the 
amount available for distribution of dividends. It seems unlikely that 
any expanding industry contemplating heavy investments in new plant 
will be able to fulfil even the minimum expectations of its shareholders 
regarding dividends. And the shipping industry, in particular, which 
has secured an increase in the rebate to 40 per cent might feel sadder for 

the change which it had eagerly sought because of the correspondingly 
larger obligations now imposed. 

There is no direct connection between the current expansion pro- 
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gramme of an industrial unit, which entitles it to seek the development 
rebate, and its current earning capacity which enables it to keep up 
dividends. Undoubtedly a larger proportion of these current earnings 
will be paid as taxes if there were no scheme of rebate and to the 
extent to which the exchequer is prepared to forgo such revenue, there 
is a concession to industry. The Taxation Enquiry Commission stated 
that if expansion is stimulated by the rebate, there will in due course 
be a larger flow of taxable profits; being directly linked to the act 
of fixed investment, it provided a sure way of encouraging such invest¬ 
ment. The safeguards against abuse suggested by the Commission 
were that the rebate should not apply to renovated machinery or to 
other assets like motor cars (which can be used for private purposes), 
that it should not be sold to those not subject to Indian income tax 
and that the machinery should not be utilised for any purpose other 
than that for which it was bought. 

Thus while it may be legitimate to impose a ban on sale for ten 
years of such assets on which rebate has been claimed, the rule requir¬ 
ing the debit of the entire rebate to the profit and loss account of the 
previous year may be difficult to enforce where the earnings are lower 
than the rebate, and earmarking the whole of it for development would 
in most cases deprive shareholders of any current returns on their 
investment. This cannot be the intention of any one interested in 
the active w-orking of the capital market; the national appreciation of 
the equitable interest of the shareholder through larger investments 
in expansion can hardly be consolation for the lack of returns. Since 
the rule takes effect only for machinery installed from the beginning 
of this year, the real effects will be felt only after a year, but it is 

easy to see the drawbacks of the present proposals. 

March 17, 1958. 
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Special Land Tenures in Bombay City 

By S. Natarajan 

THE BILL to abolish Inami Tenure and certain other special land 
tenures in the City of Bombay, published in the Bombay Government 
Gazette Extraordinary of December 2, 1957, seeks to introduce a 
uniform land tenure policy throughout the State of Bombay. Thus, 
it revives ar. attempt which was abandoned as far back as 1876 when 
the Government sought to draw up a composite Land Revenue Code 
dealing with tenures both in the City of Bombay and outside the city 
limits. 

The attempt was abandoned then because of the fact that land 
revenue administration as well as the theory of revenue recovery in 
respect of land tenures in the City differed fundamentally from that 
applicable to lands outside the City. As a consequence of this appre¬ 
ciation, two separate enactments were undertaken—the Bombay City 
Land Revenue Act of 1876. applicable to Bombay City only, and the 

Bombay Land Revenue Code of 1879. applicable to the rest of the 
State. 

The two codes are substantially different, even similar terms be¬ 
ing differently used in the two enactments. Briefly stated, it may be 
said that the Bombay City Land Revenue Act deals with landholders 
while the Bombay Land Revenue Code is concerned generally with 
the occupants of land. Thus, for example. Land Revenue is defined 
in the Bombay City Land Revenue Act as signifying any sum of 
money legally claimable by the Government from any person on 
account of any land or interest in or right exercisable over land held 

pava°ble VeS 8 ed '! n , hlm n Under WhatCVer desi S" ation sum may be 
P yable. Similarly, the expression “superior holder" has been defined 
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in the same Act as the person having the highest title under the State 
Government to any land in the City. Moreover, the City Act recog¬ 
nizes that all land in the City of Bombay is for building purposes, 
and the distinction found in the mofussil for assessment purposes bet¬ 
ween agricultural land and land set aside for building does not exist 
in the City Act. 

The concept of ownership itself, it may be further pointed out, 
differs in the two Codes, and this is by no accident but as the logical 
consequence of historical development. In the City, ownership of 
land carries with it the absolute right to the mines and minerals 
underground while in the mofussil these rights vest in Government. The 
City Act accepts the right of the Inami holders and superior holders 
“to hold the land in limitation of the right of Government to assess 
(or to assess beyond a particular figure).” It is because of this diffe¬ 
rence in concept that the assessment in the mofussil is subject to revision 
from time to time by the Government while the assessment of special 
tenure laws in the City is fixed, and the assessment is even made 
redeemable on payment of thirty times the annual amount. 

The theory behind the land reform policy of Government is that 
special tenures in agricultural lands work to the detriment of the 
tenant and cultivator class by depriving them of the fruits of the 
improvements made by them, and giving this benefit to be enjoyed by 
a privileged landlord class that is not specially interested in agriculture, 
as such. The object of all land reform is to improve the conditions 
of the actual agriculturist, free him from his burden of debt and secure 
him against the landlord. It must be remembered that the special 
tenures in the mofussil were not created in recognition of special 
services to agriculture and could not be, therefore, agricultural incen¬ 
tives. Consequently, in the mofussil areas they have worked to some 
extent to the detriment of the cultivator and have sometimes been a 
handicap to the State because they did not bear their full share of 

the revenue burden. . 

It would have been another matter if special tenures in agriculture 
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areas had been granted as a reward for outstanding performances, in 
the field of agriculture; because then the system would have been an 
incentive both to the grantees and to other enterprising individuals in 
the region. But this is exactly what did happen in the City of Bombay, 
where the special tenures and the Inami grants all grew out of the 
needs of the City. The theory and object of the special tenures in 
the City were to attract enterprising individuals and communities to 
Bombay, and to encourage them in their efforts to bring about the urban 
development of the City and its establishment as a great metropolitan 
centre of trade and commerce, industry and ship-building, finance and 
credit. 

The traditional and beneficial policy of giving out land on attrac¬ 
tive tenures for encouraging urban development is now proposed to 
be completely reversed by the contemplated Bill to abolish the special 
tenures in the City. A perusal of the provisions of the Inami and 
Special Tenures Abolition Bill relating to compensation and to re¬ 
assessment amply bears this out. Compensation is purported to be 
offered, but there is an express proviso that the fact of the land having 
been held free from revenue assessment or having been assessed at 
fixed rates not subject to future enhancement will not constitute a valid 
claim! On the other hand, the refixed annual assessment on these 
lands may be as high as 5 per cent of half the present market value 
of the land. It is not necessary to go into the history of these special 
tenures. But it may be mentioned that the first of them came about 
through the Aungier Convention of 1674 by which for a fixed charge 
the ownership of certain lands was secured to some individuals after 
public discussion, and most of them fell into a pattern which was set 
by 1758. That pattern, which was confirmed and filled in in detail 
during the next hundred years, was of virtually freehold tenures with 
fixed and unalterable assessments, redeemable on payment of a lump 
sum of thirty times the annual assessment. Far from being a privilege 
given to the grantee, they had all the characteristics of a binding con¬ 
tract, sometimes settled by treaty, sometimes by negotiated agreement 
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and sometimes by the decisions of law courts. In the case of the 
Foras tenure (which was substantially of waste land recovered mostly 
from the sea), even legislation had stepped in when (by the Foras 
Act of 1851) all the rights of Government were, in so many words, 
“extinguished.” Even the Inam grants, which were for signal services 
rendered by the Wadia family as Master-builders of ships and men-of- 
war, were made in the expectation that the waste lands thus granted 
would be developed — as in fact they have been through the decades. 

It may be a natural argument to advance that those who have 
already enjoyed a privilege for over a hundred years, should not object 
if it is now withdrawn from them. But the fallacy in this lies in the 
unthinking assumption that these tenures were one-sided benefits, 
confined to the few who were the first recipients of the grants. This 
has not been the case. The benefits have been widespread and have 
come to be widely shared. Just as the Government sought the aid of 
the tenure-holders in developing the City, so these original holders 
brought in others to cooperate with them in the big task of urban 
development of the City of Bombay. Through well over a hundred 
and fifty years, these lands have changed hands, and every time on 
the faith of Government’s promise — both by convention and by 
legislation — that these Tenures will be immutable. So that it will 
now be virtually a breach of faith with the citizens of Bombay if 
Government were now to seek to abolish these Tenures virtually with- 


out compensation. 
According to a 

rough estimate, the area involved 

under the various 

tenures is: 



Nature of Tenures. 

Location of Land. 

Extent. 

Pension and Tax. 

Fort. Girgcum, Malabar Hill, 
Cumballa Hill and Mahim. 

2.551 acres 

Quit and Ground Rent 

Fort, Colaba and Mazagaon. 

2.000 acres 

Foras. 

Byculla. Parel. Worli. Matunga, 
Dharavi and Mahim. 

3.400 acres 
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The three Inam Tenures are of land in Parel, Naigaum, Mahim, Sion 
and Dharavi — all waste lands reclaimed from the sea at the time of 
the grants. 

The Municipal Corporation and the Port Trust hold today lands 
which originally were of one or Oiher of these tenures. About 400 
acres of this land are with textile mills which have utilised more than 
10 per cent of the land for the benefit of their workers in low-rent 
housing, creches, canteens and the like. Some of it has passed into 
the hands of charitable trusts. For residential and office premises, a 
good part of the land used is of the one or the other of these tenures. 
And large ad\ances have been made on the sccurit> of these landed 
properties in the City. 

The consequence of such drastic rcassesment as is contemplated 
by the Bill will be to disrupt the economic life of the City. In the first 
place, it will push up rents or. where this cannot be done because of 
the conditions imposed on owners by rent control, it will hold back 
essential repairs and expenditure on maintenance. Secondly, town 
planning programmes will have to be recast or even wholly abandoned 
because of the upgrading of revenue. Thirdly, the abolition of tenures 
with heavy assessment and illusory compensation will depress land 
values. Fourthly, since several industrial concerns hold landed pro¬ 
perty on these tenures, their running will be affected by the sudden 
increase in taxation. On a rough calculation, some 70 per cent of the 
land in Bombay comes under the mischief of this Bill. It is easy to 

visualise that practically no one who lives in the City will remain 
unaffected by it. 

April 20. 1958. 
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The Inami and Special Tenures 

Abolition Bill 

By S. Natarajan 


THE BILL to abolish Inami tenures and certain other special land 
tenures in the City of Bombay (viz.. Pension and tax. Quit and ground 
rent, and Foras Tenures) is an ill-conceived measure which cuts at 
the very basis of Bombay’s prosperity and growth. The Statement 
of Objects and Reasons appended to the draft published in the Bom¬ 
bay Government Gazette Extraordinary of December 2, 1957, explains 
that this legislation is part of the policy of land reform and is in 
conformity with the provisions of the land tenures abolition enact¬ 
ments in force in the pre-reorganisation State of Bombay. The sug¬ 
gestion that a uniform land revenue policy is desirable for the State, 
ignores the absurdity of applying to urban tenures the provisions adop¬ 
ted for agricultural holdings, and goes contrary to the historical and 
traditional factors that have closely knit the growth and prosperity 
of the City with the growth of the system of special tenures obtaining 


in it. 

The earliest of these tenures represent the arrangement between 
the inhabitants of Bombay City and the authorities by which the East 
Indian Company recognised the rights of owners under the Portuguese 
and secured their claims finally. It was arrived at after close inquiry 
and scrutiny with all reasonable regard to civic opinion. Known in 
history as Aungier's Convention, it established what was government 
nroperty and what was privately owned, ending the infusion atten¬ 
dant on the transfer of the Island from the Portuguese to the Bm, 
Crown and the subsequent taking over of Bombay by the East 



THE INAMI ABOLITION BILL 
Company. The Convention which was signed in 1674 by Sir Gerald 
Aungier and by 120 representatives of the inhabitants of Bombay, was 
the concrete recognition of the ten-year confusion which had wrought 
considerable havoc to the life of Bombay. It w'as openly negotiated 
for a year and a half before it was signed. 

Under Aungier’s Convention, by far the greater portion of land 
declared and recognised as private property was in the present Fort 
area. But there was such land even in other areas, some of it belong¬ 
ing to the Order of the Jesuits. Large tracts of land were not in the 
occupation of any individual, and a great part of them lay waste and 
uncultivated. These laws, by the terms of the Treaty of 1661 with 
Portugal and the Aungier’s Convention of 1674. vested in the Govern¬ 
ment. Later even larger areas accrued to the Government as land 
was reclaimed. All such land in the ownership of the Government 
was given out to the inhabitants on leases or grants for development, 
the rent being either waived entirely or kept very low'. The policy 
was established in 1674 of the Government doing its utmost to attract 
the enterprising to settle in the City and develop commerce and indus¬ 
try. The sacrifice of revenue entailed by such a policy was compen¬ 
sated many times over by the growth of the City as the industrial 
and commercial metropolis of India. Apart from the contractual 
obligations which in most of these tenures were confirmed by solemn 
treaties between governments and between the authorities and inhabi¬ 
tants of Bombay, there has been a mutual undertaking between the 
two parties to provide security on the one side and to develop the 
city as a commercial and industrial centre on the other. 

The tenures specified by the Bill are of three kinds — namely, 
the Pension and Tax tenure, the Quit and Ground Rent tenure, and 
the Foras tenure,—which are over a hundred years old and which have 
always been regarded as freehold tenures for all practical purposes. 
Briefly, it may be explained that the ‘pension’ was taken over from 
the Portuguese, representing the premium paid to the Government for 
obtaining the absolute ownership of land; while the ‘quit’ was at 
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first to reimburse the Government for personal services to be per¬ 
formed by the grantee and later came to be collected for reimbursing 
the Government for providing security. A tax of 10 per cent on the 
produce of all landed estates was added to both tenures, an impost 
which in course of time also became fixed. The Foras tenure related 
to land recovered from the sea, for which at first no rent was charged 
but later a low rent was levied. The underlying principle in all these 
tenures is that the assessment is nominal, not capable of enhancement 
in any case, and subject further to the fixed assessment being redeemed 
for all lime on payment of thirty times the amount thereof. In several 
cases, in fact, such redemption has taken place already. 

The three Inam grants are in a category by themselves. All three 
were made in favour of the Wadia family for valuable services ren¬ 
dered in ship-building and cover a period of 100 years, from 1785 
to 1885. The first and the third Inams were of absolute gifts of the 
land, and carried the right of inheritance and alienation, while the 
second Inam grant conferred the right to the revenue of the land. 

Needless to say, just as land passed from the Government to 
private owners, it also changed hands among the inhabitants. Deal¬ 
ings and transactions in landed property have always been on the 
basis of these tenures being virtually freehold. Huge amounts have 

been invested in the construction of buildings; large advances have 

been made on the security of landed property. Over a period of a 

hundred years and more the right of the owners to dispose of their 

property as being virtually freehold property has been established, 
and attempts at times made by Government to limit the benefits to 
the persons immediately receiving them have been defeated. These 
tenures thus are the very foundations of Bombay’s continued pros¬ 
perity and development, and any attack on them must disturb the 
whole structure of property-holding, investment in property, business, 

and credit. 

The Inami and Special Tenures Abolition Bill has two sides to 
it Then, we have the provisions relating to compensation which, 
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under the fourth amendment to the Constitution, cannot be questioned 
as to adequacy in a court of law. While in one breath the Bill main¬ 
tains that the Collector will decide what “compensation" should be 
paid, in the other it insists that no tenure holder shall have a claim 
to compensation on the ground that any land which was not liable 
to any assessment (or not liable to assessment beyond a particular 
fixed figure) has been now made so liable! This makes the “com¬ 
pensation’’ provision to be completely illusory. 

Further, the tenure holder is required to submit his claims for 
compensation to the Collector who will hold an inquiry ‘in the pres¬ 
cribed manner.’ As no procedure has been laid down for the inquiry, 
here too much will depend on the individual official who happens to 
be charged with the responsibility. This, it may be said, is but 
another case of the Legislature leaving the implementation of the 
provisions of an Act to the arbitrary discretion of the Executive. 
The only specific provision made in the Bill for payment of compen¬ 
sation is in respect of the Second Inam Grant. The Inamdar under 
the Second Inam grant is to receive three times the amount of the 
land revenue proved to have been received by him for the year im¬ 
mediately preceding the appointed day. If, for instance, he is entitled 
to receive Rs. 100 a year from a particular piece of Inami land but 
actually does not receive it or receives less, he will either get nothing 
or just three times the amount he actually received, even though the 
default in receiving payment may not be his but the tenant’s ! 

The reassessment to land revenue which will follow if the Bill 
is passed, is likely to result in startling prodigality. Land will be 
valued at the current market price, and an annual assessment will 

be charged up to 5 per cent of half the value as so determined. A 

few examples will illustrate what the revised assessment might come 
to be. (a) Property in Girgaum. 1,500 square yards, paying Rs. 5/- 
as cess per year, may come to be assessed at Rs. 3.750 per year 

being 5% of half its present market value reckoned at Rs 100/- ner 

square yard, (b) Property at Dadar. 2.277 square yards, paying about 
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Rs. 50/- per year as cess, may have 10 pay Rs. 2,277/- a year as 
assessment at the present value of Rs. 40 per square yard, (c) Pro¬ 
perty at Mahim, 3,538 square yards paying Rs 5/- per year as cess, 
may be required to pay Rs. 3,095/- as assessment on its present 
market value of Rs 35 per square yard, (d) Property in the Fort area, 
900 square yards, paying about Rs 10 a year as cess, may become 

chargeable to an assessment of Rs. 6,750 per year, on its present mar- 

# 

ket value of Rs. 300 per square yard. What is significant is that 
assessments will be made at the will of the Executive, against which 
the citizen will have virtually no remedy. 

The idea behind the proposal is evidently that the holders of 
these grants and tenures are privileged individuals who have enjoyed 
their rights long enough and who should now be content to see them 
all extinguished. We are aware that with the adoption of the socialist 
pattern a measure need only be presented as an act of extinguishing 
privilege in order that it may escape serious consideration of whether 
it will benefit any section of society. But the belief that only a few 
tenure holders will be affected, is so wide off the mark that it is desi¬ 
rable to look into the likely consequence of the Bill being adopted. 
The immediate and certain outcome will be a fall in land values b> 
nearly 50 per cent, and a general repugnance to purchase landed pro¬ 
perty. Where buildings have been erected—and they have been over 
the greater area of these special tenure lands—the owner will not be 
able to pass the enhanced assessment to the tenants, with the result 
that even necessary repairs will be held up. and further deterioration 
in housing conditions will set in. This is a serious enough condition 
for the City where housing as it is is inadequate and measures are being 

considered to effect improvement. 

April 28. 1958. 


42 



Ceilings on Urban Income 

By Maurice Zinkin 


EVERY NOW AND THEN the Prime Minister has to stamp with great 
vigour on the suggestion that there should be a ceiling on urban incomes 
Yet the suggestion always grows again beneath his very feet. 

There seem to be two emotions behind the proposal for an urban 
ceiling. The first is rural outrage. If there is to be a ceiling on 
land, why should the townsman be allowed to get away scot-free, 
without a ceiling on anything? The second is the desire for equality. 
Why should one man be allowed to have fifty or a hundred times 
the income of another? Should there not be a limit at twenty times, 
or thirty times, or whatever multiple most gently tickles the imagina¬ 
tion of the politician or economist concerned 0 


1 hesc emotions appeal to some chord in many people. This 
makes ceilings on urban incomes a very satisfying theme for politicians 
looking for a response. Unfortunately perhaps, logic is against them. 
This is yet another of the cases where the wellings of the heart must 
be restrained by the coolness of the head if we are to develop. 

The arguments for a ceiling on land are themselves not perhaps 
very cogent but, cogent or not. they are arguments which apply only 
to land. Land is the only form of capital which is not reproducible 
One can always create new machines or new stocks: one can very 
seldom create new land. Land, therefore, has especially in an agricul¬ 
tural country, a very special scarcity value of its own. This value 
reflects itself in the feeling people have about land; a man takes jov 
•n hrs ancestral acres: he scraps his ancestral machines. It also reflect, 
■tse.f m the special position which attaches to those who hold land 
cmer has always been attached to land ownership, whether by squire 
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or kulak. No corresponding power attaches to the ownership of Tata 
Ordinaries or Government of India 31% stock. A case can therefore 
be made for land ceiling on the basis, first, that since land is a com¬ 
modity in short supply, it should be rationed, and secondly, that since 
power and land go together, land must be split more evenly amongst 
groups (which really means castes) so that the Harijan and the tribal, 
for instance, can rise from their present low position. 

Neither of these arguments apply to urban capital. Since it is 
infinitely reproducible by the act of saving, there is no point in ration¬ 
ing it; on the contrary, any limitation, any rationing, would necessarily 
reduce saving. It would, therefore, reduce investment and the size 
of the Plan and would thus automatically achieve the direct opposite 
of its objective, which is greater welfare. The primary need of every 
Plan is more saving; the greatest difficulty of the Government is the 
refusal of saving to rise. Any step which cuts saving must mean 
more deficit finance, and so more inflation, or more taxes, and so a 
direct reduction in consumption; or else it must mean a drop in the 
money the Government can spend on schools, or hospitals, or new 
steel plants. It is very doubtful whether the knowledge that some 
businessman is poorer than he used to be would be much consolation 
to those whose children were denied schooling as a result, or who 
died without a doctor, or who lost their employment because there 


were no raw materials to keep their factory going. 

Urban capital, moreover, is already regularly cut down by taxation. 

on wealth, on gifts, on estates, on capital gains. A really rich man 
who pays his taxes already finds himself poorer every year. His net 
income after tax is already less than nil. There seems no point m 
adding a ceiling as well. It would be better to concentrate on collecting 

the taxes which have already been imposed. 

The only man who can have a large income which taxation docs 

not take away is the man whose large income is earned. The dis¬ 
tinguished doctor, the famous lawyer, the engineering consultant, may 
all earn more than thirty times the income of an agricultural labourer. 
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even after tax. But the man who earns his income has a simple 
answer to a ceiling. He can earn less by working less. This has 
advantages tor his juniors. They get opportunities they would other¬ 
wise have been denied. The thought of these opportunities is, however, 
unlikely to bring much of a glow to the heart of the man who has to 
have his operation done by a less skilled surgeon, or who loses his 
case because the badli lawyer was no good. 

In a completely socialist state ceilings would obviously be theore¬ 
tically possible on urban incomes, though the ceilings in Russia, espe¬ 
cially after tax, are so high as hardly to be ceilings at all. But so long 
as the economy is mixed, ceilings on urban income can only damage 
its efficiency, by reducing effort and saving alike. Envy is, of course, 
a sin: but one wonders whether it is worth paying quite so high a 
price merely to reduce its incidence. 

February 11. 1959. 
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Profits and Planning 

By S. Natarajan 

SINCE THE SESSION of the International Monetary Fund, the World 
Bank and the International Finance Corporation in Delhi last October, 
there has been considerable uneasiness amongst socialists about the 
trends of current Government policy. Suggestions have been made 
that there has been a shift to the right. To avert this suspicion. 
Government spokesmen, from Mr. Jawaharlal Nehru to political com¬ 
mentators, have started once again to level charges at the private sec¬ 
tor. Despite the estimate of the Second Five-Year Plan appraisal 
(May 1958) and reappraisal (September 1958) that the private sector 
would fulfil 75 per cent of the targets set it by the Plan for 1961. 
it has been said that the private sector has already covered the invest¬ 
ment target for the Plan period and the remark is offered by way of 
condemnation. Yet if the charge were true, it would imply a remark¬ 
able achievement of which the country may well be proud. 

When the Second Five Year Plan announced its targets, the private 
sector protested that both on past performance and future potential its 
objectives should have been placed higher. It was even pointed out 
that the expansion of the public sector would inevitably release greater 
energy and enterprise in the private sector than the planners antici¬ 
pated. Despite these protests, the Second Five Year Plan adhered to 
its original scheme. 

The ratio of public to private investment in the Second Plan is 
61:39 as compared to 50:50 envisaged in the First Plan. As a general 
policy, it was laid down that investment in the private sector would 
be regulated by the over-all interests of the industrial development 
envisaged in the Plan. According to the estimate of the Planning 
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Commission itself, investment in the private sector in the first two 
years of the quinqennium was between Rs. 135 and Rs. 140 crores 
annually; less was expected for the last three years. In the Appraisal 
and Reappraisal, the Commission places its expectation for the Second 
Plan period at Rs. 575 crores as compared to the target of Rs. 685 
crores. The reasons it gives for the failure to achieve the full target 
arc shortage of foreign exchange, measures taken by the Government 
to mobilise resources for spending in the public sector and shortage 
of power consequent on the slowing down of power projects on 
account cf foreign exchange difficulties. All of these are failures in 
the public sector. 

Thus, not only has investment in the private sector been control¬ 
led by the State but its further development depends on the success 
of the programmes in the public sector. In the circumstances, it is 
far-fetched to accuse the private sector of alarm at the “success" of 
the public sector and at the “achievements” under the Plan as Mr. 
Nehru has done in his speech at the Planning Forum's conference. The 
rate at which the private sector can grow is inevitably conditioned by 
the rate at which industries in the public sector develop though some 
unevenness between particular industries is inevitable owing to differ¬ 
ing levels of demand for their products. This is particularly true 
since so many of the key industries are in the hands of the State. 

Official reports like those of the Planning Commission clearly 
indicate that there has not been single-minded devotion to the Plan. 
In the first place, we were forced to limit the Plan to the “core” after 
considerable energy had been spent on peripheral projects. Secondly, 
spending outside the developmental programmes of the Plan has been 
a common feature of the States. The Foodgrains Enquiry Committee, 
moreover, has pointed out that the Community Development program¬ 
me commenced to increase production has been diverted to w-orks 
programmes. Expenditure on defence has greatly exceeded anticipa¬ 
tions and civil administration loo has to meet added costs, so that a 
large part of the finances raised by additional taxation does not go 
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to finance the Plan. Some of these expenses are unavoidable: others, 
though theoretically avoidable, seem to be inevitable in the prevailing 
conditions of the administration and in the political climate in which 
the States function. 

In the context, the tentative resolution adopted by the Congress 
Working Committee is significant. It insists in the first place on the 
necessity of public enterprises and state trading yielding “additional 
resources for public purposes.” The cautious language seeks to render 
palatable the idea that nationalised industry and trade should be run 
on a profit basis. At the same time the public is told what do not 
constitute public purposes. Spending on non-essential goods and 
articles of luxury and building large and expensive buildings arc 
deplored without going too closely into what is non-essential and what 
is luxury. To the ordinary man, it is difficult to reconcile the 
disproportionate support extended to handicrafts and village industries 
with the general insistence on industrialisation. But it remains to be 
seen whether Congressmen will be prepared to accept this position. 

For raising resouroes for economic development, the postpone¬ 
ment of current spending is essential. This has been commonly under¬ 
stood so far as restraint on consumer spending is concerned. Even 
in the matter of basic necessities like foodgrains, it is well publicised 
that extra production finds its great difficulty in having to meet the 
needs of population increase as well as the greater consumption of a 
people traditionally undernourished. But it has taken ten years for 
the Congress to realize—or at any rate tell the public—that Suite 
undertakings have to be run on a profit basis and that the profits 
must not be dissipated. Since the proportion of tax-payers to the 
general population in India is small, the decision is inevitable in as 
much as it shifts the burden of paying to actual users. 

The other important indication in the resolution relates to the 
policy on remuneration. “Wages and salaries.” observes the resolu¬ 
tion. “should depend on work done and on production and should 
be related to conditions in India.” This in its w r ay is as far-reaching 
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a decision to the Congress as its recognition of ibe acceptability of 
profits. That its disturbing character is known appears from the readi¬ 
ness with which the Working Committee passes on at once to observe 
that protits too must be controlled. In the context of current dis¬ 
cussions in the parts on ceilings on agricultural income, the proposal 
may well be taken to hint at ceilings on urban income, and this has 
been the general impression. There is an obvious danger of this argu¬ 
ment developing on the wrong lines with the emphasis on restriction 
of income rather than on increasing productivity. 

It is necessary to consider in detail what are the conditions obtain¬ 
ing in India and how far wages and salaries are at present related 
to productivity. The first fact to be reckoned with is the wide pre¬ 
valence of unemployment in the country. Secondly, incomes of 
Government servants have not come under the general policy of raising 
remuneration for industrial workers. Thirdly, during the past ten 
years a privileged class of workers has grown up which progressively 
gains increasing benefits through Acts and Ordinances, awards of in¬ 
dustrial tribunals, and negotiated settlements. Often the best paid 
labour is the most active in putting forward a stream of demands for 
higher benefits. Because the salaried employee is not usually unioni- 
‘'ed as the wage classes are. the relation between remuneration and 
capability is closer for the salaried. So far as profits are concerned, 
there is corporate taxation to look after that. 

Since incomes are tax-yielding in the higher levels, to impose a 
limit to higher incomes would be to lose in taxes whatever emotional 
satisfaction is gained by the measure. It is more practical too to 
formulate a policy for controlling increases in the lower ranges. Thus, 
the resolution of the Congress Working Committee, if it is to be 
regarded as a realistic decision, can only imply a check to the existing 
Policy and practice of fostering labour demands and securing conces¬ 
sion from employers unrelated to productivity. It has the merit of 
meeting the industrial needs of our economy, foremost among which 
is the need for some reasonable certainty in calculating the costs of 
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any undertaking before committing a part of the country’s limited 
resources of capita! and raw material to it. 

In the two positive conclusions it has reached, the Congress re¬ 
solution marks a definite progress in economic thinking. There are 
many difficulties in party leaders boldly expounding the thesis—not 
the least being the approach of the general elections of 1962. The 
temptation to cover political weaknesses in other matters by extra¬ 
vagant premises, is not peculiar to Indian political parties. But the 
Congress is in a position where it can fortunately resist the temptation. 
The present situation requires greater realism and the Congress alone 
among political parties stands to benefit by following up the tentative 
lead of the Working Committee by a more vigorous emphasising of 
the salient points. The wider interest in planning that is shown in 
the country ensures that it will find a receptive public. 

January 7, 1959. 
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The Second Plan : Some Lessons 


By S. Natarajan 

THERE IS TODAY widespread interest in planning. The First Five 
Year Plan was an aggregate of the financial costs of various schemes 
with a little more added. The Second Plan was conceived with the 
idea of harnessing national resources, assessing potentialities and 
directing all economic effort towards industrial development. The 
First Plan was announced in the second year of the live year period. 
The Second Plan formulated in a tentative draft was discussed mostly 
by experts and political parties. The final form it look did not differ 
radically from the draft and adverse comment was generally discount¬ 
ed. With the Third Plan which will begin to run from 1961, the circle 
of interest has rippled out. An indication of this is the Government's 
commitment to consult opposition parties and to secure the widest 
measure of public support. 

As there arc still two more years of the Second Plan to run. the 
interest of administrators, politicians and economists is concentrated 
on the shortfalls that threaten us here. This is a salutary concern 
since it could help us to avoid past mistakes in advance and to learn 
from present efforts to correct them. The first feature that emerges 
out of consideration of the Second Five-Year Plan, is that finance 
broadly speaking has not been lacking. In external assistance, the 
Plan looked to securing some Rs. 1.100 crores in the five year period. 
India has already received assurances of Rs. 945 crores, exclud¬ 
ing withdrawals from sterling balances, and International Monetary 

• 

Fund resources, and U. S. Public Law 480 assistance. The total ex¬ 
ternal assistance for the five years will be more in the region of 
Rs. 2.000 crores. 
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In internal resources, the amount from additional taxation in the 
first three years has been beyond expectation. At the Centre, it is 
estimated to yield Rs. 725 crores during the period, or Rs. 500 crores 
more than the target set. This takes care of the shortfall in the States 
of Rs. 52 crores—Rs. 175 instead of Rs. 225 crores—and covers the 
uncovered gap of Rs. 400 crores of the Plan. Loans and small savings 
which were expected to return Rs. 1,200 crores. promise less; with 
Rs. 200 crores in the first year, Rs. 127 crores in the second and an 
expectation of Rs. 217 crores in the third, the target has had to be 
revised down, around Rs. 084 crores or Rs. 440 crores in the next 
two years. With taxation at so high a level, however, it is but natural 
for loans and savings to be small. 

Deficit financing which was to be kept to Rs. 1,200 crores for 
the five years, was calculated to touch Rs. 017 crores at the end of 
the third year, and the fears of inflation with the drawing down of 
the foreign exchange reserves warn against exceeding Rs. 100 crores 
a year for the next two years. It might be mentioned that the year 
of heaviest taxation was also the year of largest budgetary deficit. 

Turning from the receipts to the expenditure side, one sees much 
of the achievement dissipated. At the Centre, Defence expenditure 
souring beyond calculations absorbed Rs. 225 crores of the revenue, 
and the transfer of resources to the States under the Finance Com¬ 
mission’s award took up Rs. 175 crores. As a result of these and 
other non-Plan expenditure, the Centre’s contribution to Plan expen¬ 
diture from current revenues will be Rs. 465 crores as against the ex¬ 
pectation of Rs. 429 crores: and the States, despite their windfall of 
Rs. 175 crores from the Centre, can at best contribute Rs. 290 crores 
instead of Rs. 370 crores. Without the excuse the Centre has. the 
States have been involved in non-developmcntal expenditure and in 
developmental schemes outside the Plan. There is also difficulty in 
determining the share in the increase in costs of many of the projects 
of world causes, inflationary trends and errors in calculation at the 
outset. Nor has there been any attempt in any of the appraisals 
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progress reports to calculate the loss sustained by unreal planning 
which began on a wide canvas and settled down, under the compul¬ 
sion of finance, to concentration on a “core.” 

There are certain assumptions, however, which are inevitable in 
considering the Third Plan. The Prime Minister has stated that the 
area of the public sector will be enlarged. According to press reports 
of the Planning Commission’s intention, the size of the Plan will be 
around Rs. 10.000 crores, of which Rs. 7,000 crores will be invested 
in the public sector and Rs. 3.000 in the private sector. This means 
that as compared to the 50:50 ratio of the First Plan and the 61:39 
ratio of the Second, the ratio of public financing to private investment 
will be 70:30. Of the amount proposed for investment in the public 
sector, the bulk will have to be raised by deficit financing since 
not very much more can be expected for the Third Plan from external 
assistance, taxation and internal borrowing than will be secured for 
the Second. Hitherto, deficit financing on the scale resorted to has not 
been so inflationary in its effects as it might have been, because of 
the strong counter-inflationary effect of running down our sterling 
balances. But this is no longer available with the result that the 
enormous amount of deficit financing contemplated for the Third Plan 
will be directly inflationary. But whether these actual amounts are 
maintained or not, the role of the private sector will be even more 
restricted than it has been so far. 

The Prime Minister has also indicated that the achievement of 
full employment is essential and that serious attention must be paid 
to it. This observation arises from the experience of the Second Plan 
which aimed at creating 15.3 million additional jobs by 1961. In 
1955-56, unemployment was estimated at 5.3 millions, with rural 
under-employment almost impossible to calculate. Ten million new 
job opportunities were needed if the addition to the labour force ex¬ 
pected by 1961 was to be absorbed. The present anticipation is that 

at most S million new jobs will be available, leaving an unemployed 
population of 7.3 millions. 
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The Congress in a resolution adopted at Nagpur has advocated 
that public enterprises and state trading should be carried on with 
a view to raising additional resources for public purposes. This is a 
belated recognition of the place of profits in state enterprises. Assum¬ 
ing its feasibility, its implementation will naturally have an effect on 
the economy of the country. Since the products of state-run indus¬ 
trial units and the services of public undertakings will cost more to 
those who avail themselves of them, this policy should mean the 
avoidance of further additions to the already heavy burden of direct 
taxation. 

The food position has been equally frustrating. The Planning 
Commission launched the First Five Year Plan amid expectations of 
self-sufficiency but it had soon to change to the limited objective of 
relative self-sufficiency where exports of other crops like cotton, jute 
and sugar could bring in foreign exchange to pay for food imports. 
The Foodgrains Enquiry Committee last year estimated that our pro¬ 
duction of foodgrains could rise by 1961 to 77 million tons at best 
while the demand would vary between 79 million to 81 million tons. 
For some years to come, it observed. India would have to depend on 
foodgrain imports, and it suggested that arrangements be made to 
ensure some 3 million tons of imports annually. So far as one can 
make out from the recent statements of several policy-making groups, 
the advice has not appealed to the national leadership. 

Various analyses of the Second Plan reports bring out certain 
disturbing facts; major irrigation works have produced about 50 per 
cent of the expected results while exactly the reverse holds true of 
minor irrigation works. Projects like the Community Development 
scheme which were expected to create interest in production, have 
proved to be more interested in works programmes. In the only sphere 
in which propaganda has been effective—over fertilisers—the demand 
has outstripped resources and foreign exchange difficulties have forced 
a slow-down. It is well to mention here that private enterprise has 
been largely instrumental in awakening official interest in one group 
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of fertilisers which was too readily assumed not to be needed in India 
—potash Even in the matter of nitrogen which the Government felt 
it could handle by itself, the appreciation that opportunities offered 
themselves in the private sector has been belated, causing a confusion 
of policy. The Foodgrains Enquiry C ommittee has suggested that not 
enough credit has been given to the benefits accruing from the use 
of imposed implements in agriculture. And even the ( ommittee has 
not thought it necessary to refer to the waste that occurs in various 
forms at different stages. 

Attention is now turning to some of these neglected features and 
the new emphasis is on making people production-minded. Mr. Nehru 
has sounded a warning note against running after the spectacular 
which suggests that the Congress will think less in terms of major 
projects and tractors and more in terms of improving seed, evolving 
belter implements for farmers, and minor irrigation. Whether the Com¬ 
munity Development Project which is the largest single organisation 
for influencing opinion and rousing interest, can at this stage be made 
to return to its moorings, remains to be seen. 

January 6. 1959. 
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Taxation and Foreign Trade 

By N. Dandeker 


I. 

NOWHERE is the inability to think constructively more evident 
than in our tolerance of some of the provisions of the Income 
Tax Act relating to non-residents trading with India. We have had 
here over a period of years presumptions that run contrary to inter¬ 
national practice, and legal fictions — like constructive receipt and 
statutory agent deemed to be the assessee. We have provisions which, 
if adhered to strictly and in accordance with judicial interpretations, 
would severely penalise all foreign trading with India; and which, in 
fact, as understood by the legal advisers of foreign corporations, create 
nervousness and uncertainty. 

Generally speaking, executive instructions have sought to pursue 
a practical policy, mitigating the rigours of the Act; but there remains 
a wide gulf between executive instructions and administrative practice 
as encountered by the foreign assessees and the persons with whom 
they trade in India. The thought that things might well be worse 
adds, if anything, to the hazards of doing business here - while the 

provisions of the Indian Income Tax Act stand. 

No one has suggested that we can do without foreign investment 

or foreign trade. And it is elementary knowledge that for a climate 
that will attract foreign capital healthy trade conditions and reasonable 
tax laws reasonably interpreted are essential. Yet there seems to e 
no thought of altering the onerous sections of the Act concerning 


this subject. 

Let us consider 
Section 4 specifies 


the relevant sections of the Indian Income Tax Act. 
the ambit of tax liability of non-resident persons 
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as embracing all income accruing or arising or received or deemed 
to accrue or arise or be received in India. But “income” is of course 
not defined; nor is there any definition of the circumstances in which 
income may be "deemed ... to be received in India.” Section 42 defines 
in the widest possible terms what income might be "deemed to accrue 
or arise in India,” listing five categories of which one is described as 
income arising directly or indirectly, “through or from” any “business 
connection” in India. 


As for the machinery for assessing non-residents on such income, 
they may be assessed either directly (if they can be got at) or through 
an agent. And for the latter purpose. Section 43 lays down that, 
where a non-resident person is liable to tax in India upon a range 
of income so comprehensively defined, the Income Tax Officer may 
cause notice to be served of his intention to treat any person having 
any business connection with the foreign non-resident assessec as the 
“agent” of such assessee, quite irrespective of whether or not he is 
in fact his agent in the ordinary legal sense of the word. It further 
adds that any person so treated as agent through whom a non-resident 


person receives or is deemed to receive any income liable to tax may 
be made liable for the tax as if he were himself the foreign assessee. 

Two major questions thus arise in connection with the assessment 
of non-residents, whether companies or individuals, trading with per¬ 
sons in India. The first is a substantive question of law and concerns 
the circumstances in which income may be deemed to accrue or arise 
to. or be received by. non-residents in India. And the second is a mixed 
question of law, facts and procedure, and concerns the circumstances 
in which a resident person may be treated as the agent of a non¬ 
resident person having income assessable in India. 


The concept of statutory or “constructive” receipt, not merely 
O a sum of money but of income - “deemed to be received" - was 
of significance m the British period. Several Indian States levied no 
.ncomc tax and in the absence of such a provision, there was scope 
a great deal of tax evasion; there was also the danger that capital 
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might have moved away from British India. After the integration 
of the States into India and the extension of the Income Tax Act 
throughout the Union Territories, the concept has meaning only with 
regard to foreign companies or individuals trading with India. By 
a Supreme Court judgment, a non-resident company was “deemed” 
to have received its money in India when cheques were forwarded to 
it by post, on the ground that the sale price in such cases was 
“received in India” by the Postal Authorities on behalf of the foreign 
seller as a result of posting the cheque in India. This is now the 
law on the subject. 

The second concept, and by far the most far-reaching, is the 
concept of income arising directly or indirectly, “through or from” 
any “business connection” as set forth in Section 42. In plain 
language, this provides for assessing to tax in India the income of 
any and every non-resident person who has any sort of business rela¬ 
tion, dealing or connection with any person or place in India, to 
the extent that such income can in that event, at the unfettered 
discretion of the Income Tax Officer, be held to accrue or arise, 
however remotely, through or from the “business connection as so 
regarded. It is not surprising that the greatest doubts and uncertainties 

revolve around this concept. 

The term “business connection” has been interpreted by the 
Courts to involve three constituents: there must be a business in 
with India, “business” being defined to include any trade or com¬ 
merce or any “adventure or concern” in the nature of trade or 
commerce; there must be a “connection” in relation to that business 
between a non-resident company or person and a person or place 
in India; and the non-resident person should have earned income 
“throuah or from” such connection. It has also been held, though 
this is" not essential, that there must ordinarily exist some measure 
of continuity of business relationship between the two to establish 
a business connection, this being important not so much from the 
point of view of the non-resident's liability to tax as from the point 
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of view of the liability of a person resident in India to be treated 
as the agent (of any non-resident) against whom the provisions of 
Section 43 read with Section 42 are invoked. Beyond this, there is 
not much to go by except that the connection can exist without the 
non-resident having any agency or branch or any establishment 
whatsoever in India. There has even been a case where the resident, 
held responsible as a deemed “agent” for the non-resident’s tax but 
not being able to recover the tax from the latter, was allowed on a 
further application to set it down as business expenditure. This 
suggests that there can be a business connection without financial 
control by the non-resident over the resident, or vice versa, in respect 
of the transactions constituting the connection. 

Attempts by the Central Board of Revenue to explain away the 
not unnatural fears of foreign traders arising out of this situation have 
not been very successful because the points involved can only be 
authoritatively resolved by the Supreme Court as the final Court of 
appeal. The other way, of course, is for legislative correction. 

The Taxation Enquiry' Commission observed that the questions 
involved in interpreting the expression “business connection,” as used 
in the Indian Income Tax Act, were more economic than legal and 
that, therefore, it was best not to attempt precise definition. The 
inference presumably is that the present ambiguity favours India and 
that it should be left to judicial interpretation and executive direction 
to modify its general application. Since the Commission has refrained 
from elucidating its observation, one is forced to form one’s own 
opinion as to what the economic advantage to India could be, and 
the only source of enlightenment is what is actually happening in 
interpretation of the term. 

Before 1947, as I have said, the administration of Income-tax in 
India had to take precautions against the probability of tax evasion 
and the possibility of capital moving away from the taxable territories 
of British India to the tax-free regions of Indian States. Moreover, 
there was a great deal of trade with Africa and Asia where the 
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relations between principal and agent were vague and difficult to 
determine. And there was a reciprocal convention for relief from 
double taxation between the U. K. and British India which protected 
the British operator from the hardships of the legal fictions of the 
Indian Income Tax Act, and in practice gave him an advantage over 
other foreign commerce. 

After 1947, the situation altered radically. With South Africa 
and the Portuguese territories in Africa, trade either withered or be¬ 
came more clear-cut. The Indian States were brought under the juris¬ 
diction of the Indian tax system. And British interests ceased to 
have any greater claim than other foreign interests. Further, under 
the combined policy of industrial development, curtailment of imports 
and conservation of foreign exchange, we have encouraged the pur¬ 
chase of goods on deferred payment as a result of which there remain 
considerable amounts of foreign money under our control awaiting 
remittance abroad. At the same time, the potential liability of the 
non-resident company or individual has been increased in two ways: 
An earlier presumption in favour of the non-resident was discarded 
when a decision of the Bombay High Court in 1954 declared that 
a person residing out of India was bound, whether he read it or had 
any opportunity to read it, by the general notice published by the 
Income Tax Officer in April each year asking for returns from assesees. 
Secondly, in certain cases there is now full scope, and hence every 
possibility, of back assessments being made under Section 34, going 


back to 1940-41. . 

As a consequence, the non-resident, and the res.dent who is a 

“business connection” of his, operate in a state of perpetual uncer¬ 
tainty where the fact that they have so far escaped the attention of the 
Income Tax Officer, is no assurance that they will continue to enjoy 
immunity even in respect of their past transaction. Some time back, 
Indian newspapers faced this problem rather acutely. Feature syndi¬ 
cates in the U. K. and the U.S.A. had sold articles, features and 
material to the Indian press a. rates considerably .ower than those 
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prevailing in their own countries. But subsequently, the likelihood 
that Indian newspapers which contracted directly with foreign syndi¬ 
cates would be made liable for the tax liability of syndicates, deterred 
many newspapers from further deals. If tho tax amount were deducted 
from payments, it would have rendered business uneconomic for the 
syndicates. If the syndicates, for their part, sought to provide against 
this contingency, it would have meant rates uneconomic for the news¬ 
papers. The result was that several contracts were lost and an 
opportunity which might have been cultivated to earn foreign ex¬ 
change by building up a feature service from India because of the 

increased interest in Indian affairs, could also not be availed of. 

It is sometimes urged in extenuation of the law that the practice 

of the Income Tax Department has in many ways mitigated the 

rigours of judicial interpretation. The Department does not assess, 
for example, where an Indian subsidiary company purchases from its 
parent company abroad materials or components required for its 
manufacturing operations. Nor is tax charged on the profits on the 
sales of a non-resident made through the statutory agent himself, 
where the goods arc specifically ordered against a contract made to 
a customer in India. Because of the restraint of the executive, there 
is not much case law on the subject: but expert opinion is in no 
doubt that the decision of the Courts would, if ever it has to be pro¬ 
nounced. be in favour of the revenue. While this is so. it is difficult 
to follow the contention that executive leniency softens harsh laws 
and to that extent in some obscure fashion justifies them. It can 
hardly be expected that the trade policy of commercial houses abroad 
could be founded on the shifting sands of executive discretion, or 
even leniency, in India. In foreign trade at any rate, the business 
community of the other country is generally guided by the advice of 
its legal experts who have more law than practice to guide them. 
While it is in the character of business to undertake reasonable risks 
it is also natural for traders to fight shy of hidden dangers and lurking 
threats. If they are to safeguard against them, the price to India will 
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naturally go up for the supply of imported materials and components 
we so urgently need. Equally serious is the effect on exports. A 
63% tax on the presumed “buying profits” computed at (say) 20% 
on the cost of the purchases made in India by a foreign corporation 
is equivalent to an Export Duty of 121% ad valorem. All this cer¬ 
tainly cannot be to the economic advantage of India. 

II. 

I MUST TURN now to the difficulties of the person resident in India 
to whom the Income-tax officer may notify his intention “to treat” 
him as an Agent under Section 43 of the non-resident person with 
whom he may have a “business connection.” 

The concept of statutory agent—again “deemed to be the agent” 
—has a more sweeping range and is therefore greater in its scope for 
mischief. Several judicial decisions over the years have served to 
restrict its operation, the most notable being the limiting of the 
liability of the statutory agent to the amount of the non-resident’s 
income received through him. Yet ambiguity still exists about the 
concept of “statutory agent” which is a fiction created to enable 
implementation of Section 42 against non-residents. The really serious 
aspect of the matter is that the statutory agent is made to take the 
place of the foreign assessee for all purposes of the Income Tax Act. 
The word “deemed” itself implying that it is not so, the “deemed 
agent is often in a difficult predicament as he may in fact have no 
money of the non-resident assessee in his possession or under his 
control. The insistence on the requirement that the Income Tax 
Officer should serve notice of his intention to treat a person as agent 
of a non-resident assessee and on the right of such person to be 
heard by the Officer as to his liability to be so treated before the 
agentshin is thrust upon him is small comfort since these are regarded 
merely as procedural formalities, with the result that a person oh,«* 
ing to being treated as an agent can in practice only appeal agam 
the assessment order itself and the question of whether he was hab 
,o be treated as an agent is. in the last resort, to be deeded » 
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Supreme Court. 

Under sub-section (3) of Section 18A, every person not hitherto 
assessed is to file an estimate and pay the tax in advance of assess¬ 
ment. One would have thought these provisions should not be appli¬ 
cable to a person subsequently treated as the statutory agent of a 
non-resident who cannot have the figures necessary for the purpose 
of filing the estimate even if he were to know for a certainty that a 
Section 43 notice would at some future time be served on him and a 
business connection assessment made. The absence of uniformity in 
practice at the executive level in any case is such that if he were to 
file an estimate an assessment would certainly be raised; if no esti¬ 
mate is filed, the odds against assessment arc very long. However 
that may be, the imposition of the responsibility for filing an esti¬ 
mate of the profit of a non-resident, who is generally not prepared 
to co-operate excepting only under the duress of actual service of a 
notice, is utterly unrealistic. It is still more unrealistic that any 
penalty may be imposed in case the estimate may not be accurate 
but such penalties are imposed although they are attracted only in 
case the Section 43 agent has filed an estimate which he knew or 
had reason to believe to be untrue. 

Once a person is treated as an agent there are, in practice, only 
three courses open to him. 

(1) He may persuade the non-resident to submit his Balance 
Sheet and Profit & Loss Account, together with a detailed 
statement of the sales made to the agent, or to third parlies 
in India on which commission is due to the agent, or in the 
agent’s territory for which compensation or over-riding com¬ 
mission may be due to the agent; 

(2) He may persuade the non-resident to submit a separate 
Profit & Loss Account of the business in India which may 
or may not be accepted by the Income Tax Officer; 

(3) The agent, failing to secure the co-operation of the non¬ 
resident, may submit from his own accounts particulars of 
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the Indian business of the non-resident and roughly estimate 
his profit thereon, such returns then furnishing a basis for 
negotiation with the Income Tax Officer. 

In the great majority of business connection cases the Section 43 
agent never holds any assets of the non-resident. Yet he is to be 
treated as himself the assessee for all of the purposes of the Act 
including payment of the tax and penalties. The Wealth Tax Act at 
Section 22 also provides for the assessment of the non-resident through 
his agent, being inter alia, any person through whom the non-resident 
is in receipt of income or who is in possession or has custody of any 
assets of the non-resident; but his liability is limited to the amount 
in his hands when the demand notice is served. Clearly, a similar 
sensible provision ought to exist in the Income-Tax Act also. It is 
true that the Section provides for retaining of the amount of the 
estimated tax liability of a non-resident person by a person who 
apprehends he might be assessed as his agent out of money due from 
him to such non-resident. And in the event of disagreement between 
the non-resident person and the “agent” as regards the amount to 
be so retained the latter may obtain a certificate from the Income 
Tax Officer as a warrant for withholding payment of the disputed 
amount. The provision has rarely been resorted to for the simple 
reason that where the money of the non-resident person is already 
with the agent there can be no dispute between the two because the 
Foreign Exchange regulations themselves require a guarantee that the 
tax is retained or a “no objection” certificate from the Income Tax 
Officer obtained before the remittance can be made. 

It may be added that any non-resident (and hence also his poten¬ 
tial agent) liable to tax who fails to make a return of his income for 
any year after 1940-41, comes under the operation of Section 34. like 
other assessees, and can be assessed by the Income Tax Officer through 
a statutory agent upon whom he has served a notice of his intention 

to treat him as an agent. 

The long shadow cast by the business connection assessment is 
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illustrated by the seemingly innocuous Appendix XLVII which appears 
in every issue of the Import Trade Control Policy Red-book after 
October 1957. The Appendix explains the procedure to be followed 
by an import licence holder who is unable to operate against his 
licence. He is required to write to the licensing authorities explaining 
why he is unable personally to utilise the non-transferable licence and 
appointing the agent who will do it for him. He is required to furnish 
documentary evidence to establish that the agent, if an indenting 
house, has an agency agreement with the foreign supplier and is 
authorised to accept contracts on behalf of his principal. Since this 
evidence will also be useful to establish business connection, should 
the Income Tax Department be so minded, the foreign supplier may 
well draw back in alarm. The irony lies in the emphasis of the 
Import Trade Licensing authorities on their anxiety to avoid interfer¬ 
ence and inconvenience. 

It would be interesting to know what is the revenue collected 
through the business connection assessment. No other fiscal enact¬ 
ment has done so much to bring the Indian tax laws into disrepute, 
by reason of uncertainty in its administration. The revenue potential 
is legally large but it is scarcely capable of being exploited. Worse 
still, when assessments contrary to departmental instructions are 
raised in some cases by some over-zealous Income-tax Officer, 
there is the complaint that similar assessments are not raised in other 
precisely similar cases. The circulars issued by way of executive 
instruction and for foreign consumption create only confusion. The 
law of the business connection assessment as interpreted by the Courts 
is perfectly clear. But the actual position is so extremely unsatisfac¬ 
tory that the need cither to administer Sections 42 and 43 literally even 
at the risk of injury to India's foreign trade or to amend them so 
as to remove uncertainty in the non-resident’s understanding of them 
and also to achieve uniformity in their administrative impact between 
one assessee and another is clearly imperative. 

The Taxation Enquiry Commission considered the matter of 
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clarifying the position by legislative amendment and decided against 
it. It observed that the concept of constructive receipt and income 
deemed to accrue or arise was basic to the Indian Income Tax system 
and that the Central Board of Revenue had carried out the necessary 
toning down of its rigours by executive instructions to the effect, for 
example, that a non-resident exporter who made his shipping docu¬ 
ments over to a bank in his own country which then discounted them 
and arranged for collection through bankers in India will not be held 
as having received the profits in India. Similarly, it felt that the 
Central Board of Revenue’s directions that in transactions on a “prin- 
cipal-to-principal” basis profits should not be deemed to accrue in 
India, offered a mitigation of the hardship of the “business connection” 
principle which, in view of the importance of the matter, it might be 
thought should be incorporated in the law itself. It refused, however, 
to interpret the term “business connection” because all cases could 
not be covered and pointed out that judicial decisions had somewhat 
narrowed down the scope for uncertainty. It preferred, generally 
speaking, to rely on judicial interpretation and executive instructions 
for securing uniformity and equity rather than on legislative correc¬ 
tion. It concluded with a remarkable non-sequitur that as “economic 
rather than legal questions are mainly involved in the interpretation 


of the term,” there was no need for a legislative solution. 

The line of reasoning is difficult to follow. Judicial interpretation 
which, as the various cases on the subject show, tends to confine itself 
strictly to the issues raised before the Court, is not comprehensive. 
It comes, moreover, after an issue has been raised and long after a 
hardship is felt. As often as not it widens the boundaries of “business 
connection” beyond what even the executive authorities desired in 
practice (save in exceptional cases). Executive instructions must 
then, as experience has revealed, most often follow judicial decision 
because what was previously obscure and hence legitimately within 
the scope of departmental leniency must now conform to the rigours 

of case law. 
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All this seems plainly to require that if the questions involved in 
the interpretation are economic rather than legal—questions as much 
of trade and investment policy as of taxation—then surely they are 
fit subject for legislative correction and not matters to be left to the 
law courts or the administration. If we bear in mind that business 
requires a certain knowledge of the risks and liabilities it must face, 
of commercial risks as well as of fiscal imposts, it will be appreciated 
that only by revising the Indian Income Tax Act can the proper 
climate of confidence be created. 

There is, therefore, no reason for retaining, and every reason for 
deleting, the provision in the Income Tax Act relating to the business 
connection assessment which is menacing in theory and of little value 
in practice. The sensible procedure followed by most countries is to 
accept that, where manufactured goods are imported in a finished 
state and payment is made pari passu (with or without deduction of 
a commission) through banking channels according to any of the 
accepted procedures, the sale is taken to be effected in the country of 
manufacture. This practice could usefully be adopted by India also. 
The only economic purpose presently served by lack of precision lies 
in the revenue potential behind the legal fictions of the Indian Income 
Tax Act. But this revenue potential is itself also a major threat to 
foreign trade, for it is generally believed, on the strength of the 
recent decisions of the Supreme Court and of the various High Courts, 
that should the Department wish at any time to indulge in a tightening 
op of the executive interpretation, instructions and practice, it would 
he judicially supported. But an attempt to do so would entail a 
serious shrinkage of trade which India can ill afTord either now or 
»n the foreseeable future. 

July 12. 1959. 
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Profits and Public Enterprises 

By Maurice Zinkin 


AT NAGPUR the Congress decided that in future public enterprises 
should make a profit. Dr. V.K.R.V. Rao, Vice Chancellor of Delhi 
University, has now urged that the profit should be a big one, big 
enough both for ploughing back and for a contribution to the general 
requirements of Government. 

Dr. Rao is right. The idea of public enterprises as a public ser¬ 
vice, run on a no profit, no loss basis, giving their employees model 
conditions of service and their consumers unique bargains, has no 
place in a socialist society. When a rich Slate performs only one 
or two functions, it can afford to subsidise them, as rural electrification 
is subsidised in the U. S. or railway season-ticket holders in the U.K. 
But in an economy which is both mixed and poor, this is not possible. 
The more the State does, the more it must be sure of making a profit: 
otherwise the money for development simply will not be there. There 
is a very strict limit to the amount that can be raised by taxation, 
especially direct taxation; and India is approaching that limit. Direct 
taxes may still be raised for ideological reasons, because the A.I.C.C. 
does not like speculators or Dr. Rao does not approve of property. 
But the satisfaction of doing so will be ideological too; it is unlikely 
to contribute anything substantial to the third Plan; it may well dis¬ 
courage private saving on a scale which will more than counterbalance 
the resources with which it provides Government, especially when one 
considers the invariable leak of part of Government resources into 


expenditure of low priority. . . . 

At present Governments seem to be in a divided mind a u 

much they should make from their enterprises. The railways are ex- 
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pected to pay for their own depreciation, to provide the interest for the 
capital raised on their behalf and to make a contribution to 
general revenues as well. The telephones are expected to make a very 
large profit indeed. But postcards arc cheerfully charged for at a 
price which leaves the Government with a considerable loss; and the 
irrigation undertaken by the Damodar Valley Corporation does not 
pay for its own maintenance. In between comes State electricity, which 
on the whole just about pays its interest charges. 

Behind these differences there appears to lie no principle at all. 
It cannot be the importance of the service. Few postcards are as vital 
as a telephone call to the doctor; and few are so poor that they could 
not pay for their two or three vital postcards a year six, or even seven, 
naye Paise instead of five (and these few are probably illiterate). I* 
cannot be the general social advantage. New railway lines exercise 
just as stimulating an effect on the economy as new electrical transmission 
lines; there is no reason in terms of secondary economic effects why 
a villager who wants to move his goods to market should have to 
pay the full cost while his neighbour who wants to light his house is 
subsidised. And with irrigation the schemes which make a profit, 
like the Rajasthan Canal, are the ones which bring new life to whole 
areas. The schemes which do not make a profit are at best an 
insurance; often they do not make a profit precisely because people 
do not specially want their water. 

If public enterprise has to make a profit, therefore, it will not 
only provide resources for the third plan. It will also act as an ex¬ 
cellent discipline for them. It will destroy the feeling, with which 
so many people everywhere in the world seem to be afflicted, that the 
services of public enterprises are like the services of the police, best 
when not required. Proponents of the welfare state sometimes talk 
as if a bus service is more valuable if it goes to a remote village where 
only two people want to travel, and the services makes a large loss 
than if lt runs in Calcutta, has standing room only, and makes ^a larce 
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This is not so. A bus which has two passengers is providing a 
convenience — welfare — for two people. A bus carrying seventy 
passengers is providing a convenience — welfare — for seventy people. 
Welfare and profit do not contradict each other; they go together. 
Very rich countries can do everything, they can even afford to provide 
welfare for so few people that the service has to be provided at a loss. 
Countries where capital is short cannot provide all the services that 
every individual in their population would like and at a price within 
everybody’s pocket. Whether the service is railway lines or electric 
power stations, post offices or bus rates, or steel mills, they can only 
provide some. They have to choose between competing demands. If 
they follow profit, they will normally provide more welfare in the 
short run as well as more resources in the long. Nagpur and Dr. Rao 

are right. 

June 5, 1959. 
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A Dangerous Proposal 

By S. Natarajan 

ALL GOVERNMENT ADVERTISING — from departments of the 
Union Government to the autonomous corporations and the States ad¬ 
ministrations—is to be gathered into the hands of the Directorate of 
Advertising and Visual Publicity (Ministry of Information and Broad¬ 
casting) as an economy measure. So much, it is reliably understood, is 
intended in a recent proposal put forward by the Government of India. 
There are certain features of this plan which cannot but attract serious 
criticism. In the first place, the Government seeks from the newspapers 
a concession or discount in rates, which would equal the 15 per cent 
commission now given to recognized advertising agencies. In the second 
place, I am informed that to make the scheme attractive to States 
governments and autonomous corporations, part of this concession has 
been offered to them as well as free art work and services — for which 
normal commercial agencies usually make a small charge. In the third 
place, the Government appears to have indicated its preference for 
dealing with individual newspapers and agencies rather than with 
associations of either. 

All three are undesirable objects and cannot be too strongly 
denounced. The first can be regarded as an extension of the ‘mopping 
up of profits’ policy which we have seen at work in commerce and 
industry, but with a difference which is sinister. While there, the ‘mop¬ 
ping up’ was done through taxes on profits and excise duties, here the 
Government proposes to collect by drying up the sources of revenue of 
private enterprise. The second involves a process of undercutting, which 
is not any better because it precedes any competition and is interested 
in killing it outright. The third is a blatant attempt to build up the 
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strength and bargaining power of a government department, while 
breaking down the cohesion and unity of the other parties with which 
it will have to deal. It is because the scheme is fraught with imminent 
danger to the freedom of the press and the growth of advertising in 
India, that a concerted effort is now called for on the part of all asso¬ 
ciations interested in both. 

It does not require much imagination to appreciate what the con¬ 
centration of economic power in the hands of a government will mean 
to the freedom of the press. The temptation to exert influence will 
he difficult to resist by the best of men — and let us not forget that 
the Ministry of Information does not attract the best talent. It is not 
a Cabinet portfolio. A newspaper might even draw upon itself the 
wrath of the Government by offending the Director of Advertising and 
Visual Publicity. Then again, political considerations might influence 
the direction of official advertising. Moreover, I can see how in course 
of time the newspapers will be so regimented that most of them may 
fear to criticise even the work of the smallest of the autonomous cor¬ 
porations or to expose the worst scandals. The reduction thus of 
advertising to the Lvel of patronage will inevitably have its effect on 
the quality of advertising. Coming at a lime when Indian business 
is just beginning to appreciate that advertising is a necessary expense, 
this will set back the hands of the clock. For ‘patronage’ advertising 
generally comes out of surplus money or profits and is never regarded 
as part of running expenses. An economy-minded Government will 
naturallv tend to cut down advertising costs just when spending would 
seem necessary and vital to private enterprise, and dependence on the 
advice of a eovernment department instead of the guidance of an in¬ 
dependent aeency will, at the least, imply ignorance of an important 
point of view. Neither would we be protected against the other ex¬ 
treme of extravagant spending, to which all departments of govern- 


ment So a 7arT e advertising agencies are concerned, the taking over of 
,he work by the Government marks a departure from the policy adopted 
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a few years ago. The Government — to my mind in an equally mis¬ 
guided mood of benevolence — decided to piacc most of its business 
with the smaller agencies, without making sure first that these could 
reader equivalent service to that of the experienced agencies in the 
field, and without even taking precautions to see that certain minimum 
standards of service and work were achieved by them within some 
specified time. The weakness of these advertising agencies lay in the 
fact that most of them accepted the favour, without cither limiting the 
remuneration to the actual service done cr using the advantage to 
extend their scope and increase their activities. This has gone a long 
way in impressing on the Government that it was an act of patronage 
to use the acencies. Of course, it could have also shown that more 
could have been asked of the agencies concerned. It is an incontro¬ 
vertible fact, however, that whenever the Government wanted some 
creative advertising to be done, it usually turned to the bigger agen¬ 
cies. 

Having nursed the weaker agencies into a retarded since of dese- 

w w w 

lopment, the Government now proposes to step in itself. From protec¬ 
tion to absorption into a department is a short step. For the decision 
to take over its own advertising, coupled with the preference for dealing 
with individual agencies, is nothing less than reducing the acencies 
into subsidiaries of the Directorate of Advertising and Visual Publi¬ 
city. competing amongst themselves for the favours of the Director 
The department which will have more work than it can physically 
cope with, will resort to farming out business to the advertising agen¬ 
cies. It will be the weaker ones that will engage in a scramble for 
work, which will again reflect on quality. This would not matter if 
advertising agencies have no other role in a civilized community than 
that of buying space and selling it. But the range of activities that 
they cover in Britain and America, and which a few cover in India 
also, is very wide — market research, mass observation studies and 
techniques of presentation, persuasion and marketing are all important 
functions in a community where there is some regard left for the con- 
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sumer and for public opinion. Because many agencies are not equipped 
today for these duties, it does not mean that they should be snuffed out 
or departmentalized. 

Basically, therefore, the concept of government doing its own 
advertising is unsound. To secure the connivance of the press to 
this scheme and to demand agency commission in any guise is most 
reprehensible. It is the more unfortunate that an appeal should be 
pressed in the name of “national interest,” because there is no national 
interest to be served here. As a matter of fact, it is very much 
opposed to the national interest that the Government should exercise 
so large a control over the organs of public opinion and establish a 
one-way communication between it and the people; that government 
revenues, in the last analysis the citizen’s money collected from him 
in taxes, should be spent without due care; and that a colossal 


machinery, inefficient and wasteful, be set up above the press. A 
far better way would be to use the existing agencies, strengthen them 
singly and in association by calling on their assistance in really 
national, emergency campaigns, and help them to build up better 
standards and practices in the profession. I would be very much in 
favour of abolishing the Directorate of Advertising and Visual Publi¬ 


city, which on its past record has demonstrated the inadequacy of 
bureaucrats for the job. and of relying instead on the experience of 
men who have years of service of advertising to their credit. We 
know from other countries that such advertising genuise* as exist— 


and they are rare beings-have sprung not from government depart¬ 
ments but from private institutions. We might draw the obvious 


lesson from this. 


July 14, 1959. 


74 



A Hidden Menace 


By S. N a TARA I AN 


IT IS AN EXTRAORDINARY BUSINESS that only the Indian and 
Eastern Newspapers Society and the Advertising Agencies Association of 
India are perturbed by the recent proposal of the Government of India 
to concentrate all government and quasi-government advertising in the 
hands of a department. I bis suggests that the press as a whole, and the 
other professional organisations like the All India Newspapers Editors 
Conference and the Federation of Working Journalists, consider the 
subject as a purely financial matter to be decided by the business 
interests of the press. The result of this attitude is that the hands of 
the proprietors of newspapers and of the advertising agencies are 
considerably weakened. The consequence, I fear, will inevitably be 
that the principle behind the plan will be ignored and compromises 
achieved through financial adjustments. 

In other words, there will be a trade rather than a basic settle¬ 
ment of the question. I can even see that the Government, fully con¬ 
scious of the magnitude of the issue involved, may well agree to 
smaller percentages in order to secure the acquiescence of the press 
and the agencies in departmental control of the advertising of the 
States Governments and the autonomous corporations as well as that 
of the Union Government. The policy of the thin-end-of-the-wedge has 
been successfully resorted to before. Its operation calls for a strategy 
and technique to which business is peculiarly vulnerable. It has already- 

succeeded as can be inferred from the strangely ominous silence of 
the press in general. 

The Indian press resists fiercely ministerial and bureaucratic en¬ 
croachments on the liberties of the press - when it sees them coming 
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In 1951-52. when the Union Government declared its intention to 
amend those articles of the Indian Constitution relating to freedom of 
the press, the Indian press led by Bombay newspapers entered a 
vigorous and sustained campaign over months. The Government had 
its way. it is true, but the fact that the newspapers did not allow the 
public to forget it even after the amendment was passed prevented the 
Government from using the powers it had taken unto itself. Nearer 
to the present crisis, when the Bombay Government adopted a policy 

of discrimina.ion in placing its advertisements, there was a wave of 

revulsion as revealed in the press comments and the proceedings of 
the Editors’ Conference. 

The newspapers — even if we assume that Editors were not fully 

informed of what was brewing by proprietors which could only be 

true of a section of the press since many leading newspapers have 
Managing Edi.ors—cannot plead editorial ignorance after July 15, 1959. 
when the facts were made public. The only explanation is that most 
of them do not appreciate the potential threat to their freedom. Whe¬ 
ther we take it that the newspapers are very conscious of what is 
taking place but are discreetly quiet about it, or more charitably we 
assume that the press on its editorial side is blissfully unconscious of 
the facts and has dismissed the expressed fears as exaggerated, there 
is a crave failure to perform a vital function — that of informing its 
public of the action proposed and its consequences. It is even possible 
that the weapon of threatened withholding of government advertising 
has been brought in to secure acquiescence and silence. It is necessar) 
in any case to spell out in detail what the proposals mean and the 
kind of atmosphere they will create for the newspapers to function in. 

The proposals which have the approval of the Union Government, 
contemplate that in the interests of economy the Department of Adver¬ 
tising and Visual Publicity should handle all advertising of the Union 
Government, the States Governments and the autonomous corpora- 
(ions: that the Department would deal with individual newspapers and 
advertising agencies in preference to dealing with their associations: 
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and that the Department seeks from newspapers the 15% commission 
which they give to advertising agencies, offering to the autonomous 
corporations, the States Governments and the departments of the Union 
Government a rebate on advertising placed through it. 

It is likely that the Department might even offer a share in the 
commission to the advertising agencies on advertising channelled through 
them, since the volume of work falling to the Department under this 
plan will be far beyond its capacity to handle by itself. If the plan 
goes through, we shall not know what concessions are offered to the 
agencies, just as we shall not know what coercions and persuasions are 
used against the newspapers. For the Department will be all-powerful, 
and, negotiating with individual newspapers and agencies, it will find 
the press powerless and helpless. 

There are certain fundamental objections to the government in a 
democracy undertaking advertising on a large scale. It is not an acci¬ 
dent that the government in the U.S.A. and the U.K. has come to 
appreciate the importance of independent commercial, advertising 
agencies, or that they seek their co-operation and association in any 
national campaign. 

For the same reason that I opposed the renaming of Directors 
of Information “Directors of Publicity,” I am equally averse to the 
Government launching on propaganda when its business is to give 
information; and advertising is propaganda at its most intense. In the 
long run, it is important how a job is done, not who does it. In the light 
of evidence to tell us that governments cannot do a good job of adver¬ 
tising, it is a fair inference to make that the decision now contemplated 
has been taken not for the sake of better publicity but for other ex¬ 
traneous considerations. One of these is economy — cheapness in 
doing something oneself which one must pay to get others to do for 
one. I would call it false economy and no one should know this better 
than those in the Government. The other is the increase in bargaining 
power of the Department. This I would unhesitatingly characterise as 
a sinister purpose which ought to be resisted. For who are the other 
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parties to the bargaining? Individual newspapers and individual adver¬ 
tising agencies, both media for ascertaining public opinion, for influ¬ 
encing public thought and for correcting public manners. To increase 
the bargaining power of a government department to this degree is 
to enter into the realm of intimidation. Let us not forget, that, at 
whatever level the decision is taken, the level at which it will be given 
effect to is the level of the official. It is not the Minister in charge or 
the Union Cabinet who will attend to the details of each transaction 
but the official in charge of the Department. This aggravates the evil. 

Advertising thus deteriorates into patronage exercisable in its 
most blatant form, secretly and by the bureaucracy — and. since power 
at hand is always tempting, it will, make no mistake about it, be 
exercised. The advertising agencies are concerned with the matter of 
survival; they ought also to be worried about the deterioration in 
advertising that is inevitable. The proprietors of newspapers are worried 
about their scheduled rates; they should also be disturbed at the pros¬ 
pect of a Dutch auction where they will be invited to sell more and 
more space for less and less. But the journalist, and even more the 
public, is vitally interested in the lowering of the standards of the press, 
the creation of an atmosphere where even independent newspapers will 
have to function under sustained pressure and where free comment 
is subordinated to the prime necessity of avoiding the, corns of petty 
officialdom. 

It is no use expecting heroic virtues under peculiarly sordid con¬ 
ditions. A newspaper facing the likelihood of losing a third of its revenue 
— in some cases much more — may well hesitate before venturing to 
criticise the running of, say, the Life Insurance Corporation or any of 
the steel plants of the Government. It will require an equally high- 
minded Director of the Department to resist the pressures and per¬ 
suasions of his colleagues in any of these concerns to use his advertising 
powers as a lever against criticism. 
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Big Business In A Planned Economy 

By Maurice Zinkin 


NOBODY loves big business. Many are sentimental about small 
business. No politician would dare speak disrespectfully of the 
peasant. Only the Swatantra Party refuses to be socialist. In our 
planned world, the big businessman is alone in having no friends to 
speak up for him. 

This unfavourable public image would be quite understandable 
in middle-western America. It is very odd in the India of the mixed 
economy and the Second Five-Year Plan. There is a national consensus 
that the country must develop, that the development must be planned, 
and that much of it must be private. 

No section of society is more fitted than big business to achieve 
this objective. 

First, big businesses are the ideal units for the planned economy, 
better than cither State enterprises or small businesses. 

They are better than small businesses because their number is 
manageable. No government can discuss its plans for the future with 
hundreds of thousands of individual shopkeepers or handloom weavers. 
It can discyss the plan for steel with two large steel companies or the 
plan for textiles with a few hundred miils formally organized in pro¬ 
perly-informed associations. 


They are better than State enterprises because they automatically 
solve the problem of decentralization. The government may discuss 
with a big business what its plans are, and the lines along which it 
will and will not be permitted to develop. It does not have to run 
the business. That is done by the board of directors. The community 
is. therefore, spared all the difficulties which arise from parliamentary 




BIG BUSINESS IN A PLANNED ECONOMY 
criticism, some of it of necessity ill-informed, from the natural 
bureaucratic tendency to concentrate all power in Delhi, and from the 
inevitable ignorance of ministers. 

Decentralization is a major problem for any plan. Another is 
finding the necessary money. The big business is the perfect tax 
collector and saver. 

High rates of tax on the profits of small businesses are impossible. 
The small businessman is a poor man, his profits give him a small 
income. Government cannot tax that small business income any more 
heavily than it does other small incomes. On the contrary, the govern¬ 
ment very frequently has to subsidize him. The handloom weaver, 
the manufacturer of khandsari, the small match manufacturer, the 
small soap maker, the bidi maker, all get lower excise duties which 
are in effect subsidies, and which in total run into many crores of 
rupees. 

Government finds it equally difficult to raise money from its own 
enterprises. It has now been accepted that it is not positively immoral 
for a government enterprise to make a profit, and that its usefulness 
to the community cannot be measured by the size of its loss. But 
it is still true that a government enterprise politically cannot so 
increase its charges to the public as to enable it to provide for its 
own capital needs. The railways, the government electricity enter¬ 
prises and the state transport services, all of which are very heavy 
on capital, do hardly any of their own saving: their profits total little 
more than enough to pay for the depreciation on their equipment and 
the interest on their loans. The money they need in order to develop 

always has to come from the pockets of other people. 

The big business, by contrast, is the milch-cow of the plan. Its 
profits pay tax at 45% in its own hands, and then pay tax again in 
the hands of the investor. Since many of its investors are in t e 
higher tax range this means that well over half, quite possibly two- 

thirds. of the money big business earns finishes up in S ove ™ me " 
pocket. Big business pays for the schools and the hospitals, the roads 
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and the new steel plants. 

In addition, big business is the perfect tax collector. Its managers 
have standards that do not permit them to evade tax. Its books are 
properly kept, its auditors permit no skuldugerry, its efficiency permits 
i: to pay taxes higher than those levied on other sections of the com¬ 
munity and still survive. The result is that big business is used to 
collect a very high percentage of the total taxes raised in the com¬ 
munity. It provides a very large part of the Customs through its 
imports of machinery and raw materials, and it provides nearly all 
the Central Excises. Indeed, it is only if an industry has a reasonably 
large business sector that a central excise can be levied at all. It is 
reasonably easy to control a handful of vanaspati or cement or steel 
or cotton textile or sugar factories. It would be quite impossible to 
try and raise excise from the gur makers, the hand pounders of rice, 
the village potters or the makers of ghee. 

It is as much in the nature of big business to save as it is to pay 
taxes. The small businessman has to pay the rent, feed the family, 
send the children to school. The government enterprise when it wants 
money has a new item put in the budget, and leaves the unfortunate 
Finance Ministry to find somebody to borrow it from. The big 
business alone has the habit both of expanding, and of providing for 
its own expansion. Every big business realizes that in an expanding 
economy it must expand with the economy or lose its market. It also 
realizes that if it goes to the market every year for all the money 
it requires in the way governments like to do, the market very soon 
will stop giving it the money. It is, therefore, in its very essence to 
expand and to save in order to expand. In normal years not less 
than a third of profits after taxes are ploughed back. 

Such virtue deserves more reward than it is our habit to give it. 

November 6, 1959. 
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Land Ceilings 

By Maurice Zinkin 

IT IS THE FASHION to use the term socialism very loosely. The des¬ 
cription of ceilings on land as socialist, however, carries looseness to the 
edge of a contradiction in terms. The purpose of land ceiling is to 
increase the number of property owners. The purpose of socialism 
is to abolish property. No measure which increases the number of 
property owners can be socialist in any meaning of that term which 
still has any connection, however remote, with the traditional defini¬ 
tion of socialism as the nationalisation of the means of production, 
distribution and exchange. 

Ceilings on land indeed are relevant only to the conservative 
concept of a property-owning democracy. Many 19th century conser¬ 
vatives argued that only a man with a stake in the country could be 
trusted with a share in its destinies. The right to vote, they argued, 
must be restricted to those who owned. Over the last half a century, 
however, the vote has been made universal in many countries; property 
is no longer a necessary qualification. The conservative has therefore 
shifted his ground. He now argues that since everybody has the vote, 
everybody should also have some property. His essential point has 
remained unchanged. Unless a man has a stake in the country, unless 
he has the sense of responsibility which comes from the feeling of 
ownership, he cannot be trusted to share in power. The practical 
application may have been turned upside down; the theory has not 

been altered. 

It is presumably on some such conservative theory that the 
advocates of land ceilings really rely, though their arguments are nor¬ 
mally so superficial that it is often difficult to see whether they have 
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any theoretical basis at all. 

If one tries to reconstruct their position, it may perhaps be 
expressed somewhat as follows: In the countryside once tenancy 
reform has been completed by making the tenant the owner, over 
three-quarters of agricultural families will have some stake in the land. 
Since in the villages land is still overwhelmingly the most important 
factor to which labour is applied, the man who has land is independent 
in a way in which the man who has no land is not. The man who 
is independent is a desirable citizen, the man who is not independent 
is not a desirable citizen. Sometimes he can be intimidated or 
bought into voting for the established order, sometimes envy and the 
sense of dispossession drive him to vote for the party of revolution. 
In neither case is his vote likely to be based upon a considered judge¬ 
ment of the country’s true interests. Therefore, runs the argument, 
everybody must be given some land. If everybody has a vote, every¬ 
body must have a stake in the country. If that means that nobody 
can have a very big stake, it does not matter. The landholdings of 
the bigger men must be cut down to whatever extent is necessary to 
give as many as possible of those who do not at present have any 
land, the minimum land which will make them responsible and pre¬ 
ferably conservative voters. Economics and production do not really 
come into the argument; indeed the question of what is the economi¬ 
cally desirable farming unit is virtually never discussed. The whole 
attempt is to get the ceiling as low as possible; economics is only 
worried about at the stage when the failure to consider it would im¬ 
pose an intolerable burden on the community. The ceiling is only 
not fixed at, say, half the amount of land a bullock team can plough, 

because that would result in the land’s being used to maintaining 
bullocks rather than men. 

Another argument which lies behind the demand for ceiling also 
IS based on a desire for the reform of Hindu society. The ownership 
of land is largely the preserve of certain castes, people like the Maha- 
rattas. the Pattidars, and Jats. the Thakurs or the Reddis. The Hari- 
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jans and the old service castes like the barbers or the dhobis own 
relatively little land, and provide most of the landless labourers. If 
untouchability is to be got rid of. if the lower castes are to be able 
to hold up their heads in the face of their caste superiors, they must 
be given some independence, some position of their own. This can 
only be done by taking away some of the land of their caste superiors 
and giving it to them. So long as their caste superiors have all the 
land and the lower castes are dependent on the agricultural castes for 
their daily bread, equality in the village is impossible. Whatever the 
taw. the Harijan will have to bow his head to his master. 


These sociological arguments carry weight with most modem con¬ 
servatives, though there are arguments on the other side which must 
be given weight too. notably the disruption of village unity which must 
result if the land of some is taken away to be given to others in the 
same village. Those who lose their land and their caste fellows, who 
may well be the majority of the village, are unlikely to see any moral 
reason whv one caste or villager should benefit at the expenses of another 
in this very direct way. After all, within any one village it would often 
simply not be true that the man who owns more land than the ceiling 
is a bad man and the landless labourer is a good man; on the contrary 
the man who has more land than the ceiling may well be a much 
respected village leader, the landless labourer may well be notorious 
for thriftlessness or drunkenness. The argument that a democracy 
should be fully property owning may well be of sufficient importance 
lo outweigh these objections for those who believe nobody can be a 
full citizen unless he has property. Certainly for those who attach 
such importance to property to advocate ceilings would be Perfectly 
consistent. The people who make themselves ridiculous are those 
talk of ceilings, on land or on income, and call U—. ^ 
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State Undertakings in India 

By R. V. Murthy 

STATE-RUN INDUSTRIES have received as much attention as they 
have done, at the hands of the Press and the public, perhaps because 
of the current controversy between the relative roles of the Private 
and the Public Sectors in the country. The reasons for the establish¬ 
ment of industrial undertakings by the State vary from country to 
country. It may be either expediency or ideology. In most under¬ 
developed countries, it is doubtless the urge for, and the urgency of, 
speedy economic development that has drawn the State into the 
economic sphere in a big way. In India, during the pre-independence 
days, the State did not take so much interest in the industrialisation 
of the country. The alien rulers were naturally more intent on 
maintaining law and order. Since independence, however, the State 
sector has assumed considerable importance. With the declaration 
of the second Industrial Policy Resolution of April, 1956, which was 
inspired by the ideology of the “Socialist Pattern of Society,” the 
State seems to believe that it has to take not only an active but a 
preponderant role in the industrial landscape. This is understand¬ 
able, but the State—at any rate those who claim to speak for the 
State—also assume that, as a corollary to this, private enterprise has 
to be gradually eliminated or at least brought to a stage where it 

will be left with only small retail business or a handful of small- 
scale industrial units. 

The Socialist-Pattem-of-Society”-inspired Industrial Policy Re¬ 
solution as above was specifically sought to be translated into action 
in the second Five-Year Plan. Whereas, in the first Five-Year Plan, 
the ratio of investment in State and Private Sectors was 1:1, in the 
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second Five-Year Plan, the proportion of State to Private investment 
was increased to 2:1. And this was done in spite of the fact that 
private enterprise did very well indeed in the first Plan. 

The financial picture of State undertakings in the country as a 
whole has been rather obscure. Even the practice of giving the 
balance sheets of various State undertakings in the Explanatory Memo¬ 
randum published with the Budget of the Government of India has 
been discontinued. Thus, whatever meagre data these balance sheets 
used to provide, year after year, is now beyond the reach of the 
citizen, who is supposed, ironically enough, to own the State under¬ 
takings. Today, any one who evinces interest in their working has 
to run from pillar to post in search of even such meagre data as are 
available. 

According to the Report of the Congress Parliamentary Party 
Sub-Committee on State Undertakings, there are eight varieties of 
State undertakings. They are: — 

1. The State Banks. 

2. Statutory Corporations, 

3. Departmental Undertakings, 

4. Control Boards. 

5. Commodity Boards. 

6. Commissions, 

7. Port Trusts and Local Authorities, and 


8. Limited Companies (Private). 

In judging the working of State undertakings generally, it is 
essential to consider the following criteria, among others: 


1. Whether a particular State venture contributes to the econo¬ 
mic development of the country either as a direct contributor of goods 
and services which are essential and which cannot be. or will not be. 


produced by private enterprise, or as a catalyst to the economy. 

2. Whether the industry is run efficiently and economical y: 

3 Whether the operation of the particular industry results in 
any benefit to the consumer in terms of lower price and better pro- 
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duct; and 

4. Whether people—the so-called owners —have adequate control 
over the undertakings. 

Admittedly these are vexatious enough criteria to be satisfied. 
But, at the same time, their fulfilment is essential and must be 
insisted on. A brief review like this does not permit of a detailed 
examination of how far these criteria are satisfied by the State under¬ 
takings in India. However, the following points may be noted: 

1. The first criterion, unfortunately, has not been fulfilled in 
respect of all the State ventures. The recent Chinese aggression has 
revealed clearly that India’s needs of arms and ammunitions have 
not been met because of changes in the working of ordnance factories. 
Although the capacity in private automobile firms was lying idle, the 
ordnance factories were made to take to the manufacture of trucks, 
thus neglecting their own primary functions and ignoring the tradi¬ 
tional practice of ordnance factories of always having some extra 
capacity to be utilised at short notice during emergencies. Ideological 
considerations cannot be allowed to have a preponderant role in the 
establishment and running of State undertakings, certainly not 
ordnance factories. 

The question of capital costs also is not taken into consideration 
in the setting up of Slate undertakings. It is the poor tax-payer of 
the country who has to subsidise the various ventures promoted on 
an ideological basis. Since maximisation of production at minimum 
social costs is the basic requirement of our economic development, 
one wishes that efforts made by private parties also were accepted, 
instead of the State alone seeking to monopolise the field. One notes 
with regret that the original estimate of Rs. 328 crores for the three 
steel plants in the State sector has been exceeded beyond limit and 
is now somewhere around Rs. 700 crores! 

2. Efficiency is one of the severest tests of modern life. The 
balance sheets of Slate undertakings alone, unfortunately, do not pro* 
vide a complete and correct clue as to the efficient working of a 
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given undertaking. If efficiency is to be judged properly, a number 
of other factors, such as improvement in product, reduction in prices, 
etc., has to be taken into consideration. To claim that the Sindhri 
Fertiliser Factory has exceeded its target by itself does not reflect the 
efficiency of the undertaking. If, for instance, the machinery has 
undergone extraordinary wear and tear by over-working to show these 
results, then a time may come when the permissible depreciation 
allow-ances will not be adequate to meet the requirements of moderni¬ 
sation and real efficiency. Similarly, the Hindusthan Machine Tools 
has been held up as an example of efficient State undertaking. But 
the following news item, appearing in “The Hindustan Times ’ of 
October 25, 1959. does not seem to bear out the claim : 

“Machinery worth thousands of rupees is lying in a pavilion of 
the India 1958 Exhibition, which was held in New Delhi last year. 


The pavilion belonged to the Hindusthan Machine Tools, a 
public sector factory, which has not cared to remove the machi¬ 
nery. though it is nearly nine months since the exhibition ended! 
The pavilion has an ordinary padlock. It is not known whether 
the HMT have arranged for the periodic oiling and cleaning of 
the machines to save them from the rust.” 


3. Pricing of products especially poses a difficult problem in 
the case of State undertakings. Cost accountancy has yet to establish 
a foothold in all our State undertakings. No State undertaking should 
be allowed to be a monopoly or a semi-monopoly. For, under mono¬ 
polistic conditions, the consumer suffers in more ways than one. First, 
he is denied a choice of variety; secondly, the price does not reflect 
so much the cost of production as the principle of what the traffic 
can bear. Thirdly, new products or new processes which reduce te 
price of the product are unlikely to be a feature of monopol.s ic 

ventures, especially State-owned monopolies. 

While on the subject of prices. I cannot but voice my concern 

at the recent proposal to include an indirect tax in the price elemen 

in order to raise funds for other State ventures or the excheque . 
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Extreme caution is therefore, needed on the pricing of State products. 
It is a safe rule to insist that, if State undertakings have to exist, they 
shall do so only in an atmosphere of competition with private enter¬ 
prise. The theory of “competitive public enterprise” propounded by 
C.A.R. Crossland, the leading British Labourite, is worthy of study 
in this context. 

4. Perhaps the most vexatious question with regard to State 
undertakings concerns public and parliamentary control. The dilemma 
is well stated by R. Kelf-Cohen, a disillusioned British supporter of 
nationalisation since 1911. In his admirable book, “Nationalisation in 
Great Britain—End of a Dogma”, he says: “There was magic in the 
words ‘Public Board’ or ‘Public Corporation.* They were to be 
staffed by selfless men of outstanding ability, devoted to the national 
interest. We assumed that such men were to be found in large num¬ 
bers; naturally they had no chance to come forward in the degenerate 
Capitalist era in which we were living. We also assumed that the 
workers in the industries would be transformed by the Act of 
Nationalisation and devote themselves to the national interest. Thus 
the combination of selfless management and selfless workers would 
bring about the brave new world of Socialism—so utterly different 
from Capitalism.** 

The Congress Parliamentary Party Sub-Committee Report is also 
unable to solve this problem satisfactorily. In effect, the Committee 
has bypassed this important problem with the following pious hope: 
“In order that the Minister may be kept informed and be confi¬ 
dent that he would be able to answer satisfactorily before Parlia¬ 
ment, about practices and concerns under him, the Managing Direct¬ 
or or Chairman will, in such ways as he thinks appropriate, keep 
the Minister informed of the problems concerned. This does not 
mean that they function by taking orders on administration or 
running the business or expect to be guided by the Minister or 
to discuss every day-to-day problem with him. 

“The relationship must be, however, one between the Minister 
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and the Chairman and the appropriate relationship develops 
when one gains the confidence of the other ” 

What is the way out of this complex situation then? Can State 
undertakings be entrusted to bureaucrats who are not guided and 
judged by the laws of the market? If they submit to ministerial and 
parliamentary intervention, how is efficiency to be guaranteed? Where 
does the citizen stand as the theoretical owner of the undertaking? 
Is his position as a consumer enviable? 

A detailed and dispassionate examination of these and other prob¬ 
lems is essential if State undertakings are not to create imbalance in 
the industrial structure and jeopardise the democratic way of life. 
When such an examination is made, it is certain that dogmas and 
ideology would be sedulously set aside. 

January 20, 1960. 
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The Role of Managing Agencies 

By Maurice Zink in 

THE FUNDAMENTAL FACT about a managing agent is that he is 
an entrepreneur. The difference between him and the traditional 
Western entrepreneur is that the managing agent is not an individual 
but an institution, not an owner but a servant. 

Managing agents may, of course, in particular cases, be indivi¬ 
duals, and they quite often own a large part, sometimes the greater 
part, of the companies they manage. But, whereas the traditions of 
entrepreneurship elsewhere have been built on the assumption that the 
business is the entrepreneur's to do as he likes with it, in India, the 
managing agent has never had such absolute freedom. He now works 
under a very rigid law, but, even before there was a law, he worked 
under a contract. The contract was often loose, and it might be for 
an indefinite period. But there always was a contract, and it always 
laid down for the managing agent his functions. The mere fact that 
it was there was indeed a perpetual reminder to him that he would 
be got rid of if he did not give satisfaction. It is perhaps because 
the managing agent was always so clearly a servant that the law has 
now fastened round him so tightly. There are no such severe restric¬ 
tions on what a managing partner may do with the assets of the sleep¬ 
ing partners, though a managing partner quite often owns no more 
of the partnership than a managing agent does of the company. 

Because the managing agent is not just an entrepreneur, but an 
entrepreneur become an institution, he has been able to perform ser¬ 
vices that a traditional Western entrepreneur only began to perform 
very much later. Thus, Indian managing agencies were able to build 
up a professional management at a time when Western businesses 
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were still dependent either on promoted office boys or on the owner’s 
relations. 

Even today managing agents perform one of the entrepreneur's 
functions better than it is performed anywhere else in the capitalist 
world. They can get money out of the investor. 

In England, a new business has to have a long record of profit¬ 
making before it can go to the market. Until then it is dependent 
on its owner’s friends and acquaintances for capital. Or, with luck, 
he may perhaps be able to raise money from the banks. On the 
continent of Europe and in Japan, bank control of growing businesses, 
with all that it involves in loss of independence, has been so frequent, 
just because that was the only way many businesses could get the 
money they needed to expand. 

In India, a new business sponsored by a managing agency can 
go to the market with complete confidence from the very beginning. 
If the public sees the name Tata or Birla or Kilachand on the pros¬ 
pectus then, however much, as electors, they may vote to restrict 
managing agents, as investors, they subscribe their money; and they 
do so in many cases before the very foundations of the factory have 
been dug and before it is possible to give any definite idea of the 
profits. They simply have confidence that a proposition fully inves¬ 
tigated by a good managing agent must be a good proposition and 


they put their money up. 

This trust, this willingness to subscribe on the basis of a name, 
would be valuable to the economy even in an industrially advanced 
country. If the United States had managing agencies, it might not 
be necessary to have so much governmental assistance for small busi- 
ness In an underdeveloped country, this confidence is beyond price, 
because one of the great difficulties of an underdeveloped country is 

that so many of its business cannot grow up from nothing. 

One may argue about whether the managing agent overcharges 

for the functions he performs. One may admit that some managing 
agents, like some politicians, some cricketers and even some agricul- 
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tural labourers, are not honest. It is, however, an old principle that 
it is foolish to throw out the baby with the bath water. If a managing 
agent overcharges, the investor has his remedy. He does not have 
to invest in that company. If the managing agent is dishonest, the 
Government can put him in gaol. But because no sane man woijld 
buy the shares of some companies, and some businessmen would be 
better in gaol, is no reason to destroy the institution of managing 
agency. 

January 26, 1960. 
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Reflections on the Pcty Commission 


By S. Natarajan 


IN THE FIVE-DAY STRIKE of non-gazetted Union Government 


employees which the country has just experienced, there is a great deal 
that deserves attention. In the first place, it was not a general strike, nor 
even a general strike of government employees. It was a restricted 
strike in a small section of the 6,000,000 employed in the service of 
Union and Slate Governments and local boards. Secondly, it was a strike 
that could so easily have been averted that most of the employees 
concerned did not know why the strike call was persisted in. The 
issues in dispute had been before the country since August 1959; there 
had been protracted negotiations between the employees’ leaders and 
Union Ministers; there was an appeal from the Prime Minister to 
the patriotism of the employees coupled with a promise to do what 
could be done for the employees; and a concrete offer from the Gov¬ 
ernment had been made which, though not conceding much to the 


employees, seemed to satisfy the leaders. 

The most significant factor in the strike is Mr. Asoka Mehta’s im¬ 
portant statement at the end of the strike commending the Govern¬ 
ment’s offer made on the eve of the strike. Admittedly, » an ovc 
Simplification of the issues to say that the whole dispute resolves t el 
into an argument over the precise point of view of rise in the pr, 
index at which dearness allowance should be re-examined, 
points The Union Government employees have, indeed, a strong c 
not for going on strike but for receiving a less disingenuous dea 
f7 o : Ihe G 8 overnment. And it is an irony that this case was never 
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allowed to emerge in the controversy, even before the strike shut out 
all reason. 

It is worth looking into the whole matter, begining with the issues 
in the strike. The Union of Central Government employees pressed at 
the outset for two concessions. Firstly, it wanted dearness allowance 
to be linked under a self-adjusting formula to the price index exactly 
as it had been under the recommendations of the first Pay Commission 
of 1947. Secondly, it desired the Government of India to accept the 
unanimous finding of the fifteenth Tripartite Labour Conference in 
July 1957 regarding the norms to determine the need-based minimum 
wage for the Second Five-Year Plan period. 

The Government of India decided to abandon the idea of neutra¬ 
lising price rises in February 1948, and in January 1949 it announced 
this publicly. It also told the Pay Commission of 1957 in March 1958 
that it did not consider itself committed to the norms of the mini¬ 
mum wage adopted by the Labour Conference. The negotiating leaders 
of the employees in the process of talks with Union Ministers accepted 
the position that the minimum wage of Rs. 125, though theoretically 
valid, could not be implemented just now and that full neutralisation 
of rising prices was also not feasible. Both these concessions meant 
giving up the reasons for the strike, which was left with the only justi¬ 
fication that notice had been given. What is worse, both of them 
signify major losses to labour, not only to the employees of the Union 
Government and consequently the lower paid servants of States Gov¬ 
ernments and of local boards but also to all workers in industry. 

In the light of these developments, it is important to have some 
idea of what are the implications of accepting the concept of a minimum 
wage, what determines the minimum wage and what underlies dearness 
allowance. A Supreme Court judgment in 1956 explains the concept of 
a minimum wage very clearly: 


There is one principle — in deciding industrial 
wage structure — which admits of no exceptions. 
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to exist unless it is able to pay its workmen at least a bare minimum wage. It 
is quite likely that in under-developed countries, where unemployment prevails 
on a large scale, unorganised labour may be available on starvation wages, 
but the employment of labour on starvation wages cannot be favoured or 
cncou-aged in a modern democratic welfare state. If an employer cannot 
maintain his enterprise without cutting down the wages of his employees below 
even a bare minimum or subsistence wage, he would have no right to conduct 
his enterprise on such terms. 

This is in line with the views of Labour Tribunals. Mr. Justice 
P. B. Gajendragadkar strongly pressed it in his award in the banks 
dispute (1955) citing with approval the judgments of Australian judges, 
notably Mr. Justice Higgins, who described the minimum wage as 
“sacrosanct and beyond the reach of bargaining,” “an irreducible figure, 
payable irrespective of the financial capacity of an individual employer 
or of the financial condition of a particular industry.” 

In India, however, there has always been some allowance made 
for detractions from the minimum wage on the capacity of an indi¬ 
vidual employer or of a particular industry. The Tripartite Labour 
Conference confirmed this attitude but, as the Pay Commission points 
out, considerations about general conditions in the country do not 
justify withholding the minimum wage. 

The question of what determines the minimum wage was not defined 
until the Labour Conference met in July 1957. The minimum wages 
fixed under the Minimum Wages Act. 1948 ranged from Rs. 15 to 
Rs. 75 per month w-ith the concentration lying within the range Rs. 30 
and Rs. 52.50. The fifteenth Tripartite Labour Conference reached 
its conclusions in July 1957 when the price index was 112; but the 
price index figures it had to work on could at best have been for 
March, April and May and these were 107, 108 and 110. 

The Labour Conference laid down the norms for determining the 
minimum wage which, it declared, were binding on all wage-fixing 
bodies. It took the standard working class family as comprising three 
consumption units for one earner, supplementary earnings of women, 
children and dependents being disregarded. It placed the minimum 
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food requirements per consumption unit on the diet recommended by 
Dr. Aykroyd, clothing requirements at 18 yards per person, and allowed 
for rent and miscellaneous expenditure. 

As Dr. Aykroyd recommended two diets — a balanced diet of 
3,000 calories and an improved diet of 2,600 calories for an average 
Indian adult of moderate activity — some confusion was created by 
the faiiure of the fifteenth Tripartite Labour Conference to indicate 
which diet it meant. But the agenda papers distributed for the Con¬ 
ference specified a diet of 3,000 calories. 

The subject has been discussed at length by the Central Wage 
Board on the Cement Industry, 1959, and the Central Wage Board on 
the Cotton Textile Industry, 1959, both of which have stated that on 
either calculation the need-based minimum was too high to be imme¬ 
diately implemented, that therefore no useful purpose would be served 
by bringing out the details at present, and that the gap between present 
wages and the need-based minimum should be reduced as much as 
possible. For discarding the unanimous recommendation of the Con¬ 
ference, both Wage Boards rely heavily on the general economic level. 
The Cotton Textile Wage Board observes: 

We must take a commonsense view of these matters and apply 
the formula accordingly. We are bound to honour the resolution as 
an immediate objective, in wage fixation. There is no difficulty in 
doing so; nor should there be any apprehension on this point, because, 
having in mind the economic conditions of the country the Resolution 
itself provides the necessary safeguard by its ‘escape’ clause. 

The Cement Wage Board also refers to the existing economic con¬ 
ditions of the country. The 1957-59 Pay Commission, however, re¬ 
marks that “while the Conference envisages circumstances which 
might prevent adherence to the prescribed norms, the circumstances, 
apparently, must be peculiar to a particular industry or undertaking. 
— It is not intended that departure from the norms could be made 
on the ground that the country’s economy could not afford a minimum 
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wage determined by these norms.” It is also to the credit of the Pay 
Commission that it is now generally accepted that the need-based 
minimum wage works out to Rs. 125 a month, in accordance with the 
norms of the fifteenth tripartite Labour Conference. 

The Pay Commission sought clarification from the Union Gov¬ 
ernment on its degree of acceptance of the Labour Conference formula, 
and received the firm answer that the Conference recommendations were 
not the decisions of the Government and that “Government have at 
no time committed themselves to taking executive action to enforce 
the recommendation.” If by this it was meant that the Government 
was not applying it to its own workers, the statement was a clarification. 
If it was meant to convey the impression that the Government had not 
at any time forced the norms on private industry, it was disingenuous. 
The immediate effect of the answer, however, was to free the Pay 
Commission, as a wage-fixing body, from the directive of the Labour 


Conference. 

The Pay Commission of 1957-59, once it was assured that it was 
not bound by the decision of the Labour Conference, set about ques¬ 
tioning the validity of the assumptions behind that decision. It rejected 
the minimum food requirements of 3,000 calories and accepted 2.600 
calories as more suitable to Indians. And as a result it brought the 
need-based minimum wage down to Rs. 82.50, the price index being 119. 
Nor is this all. The Pay Commission has referred at length to expert 
evidence which set Indian dietary needs as low as 2.200 calories, which 
would bring the minimum wage even lower. The result of the long 
argument has been that once again confusion prevails as regards the 
need-based minimum, and the controversy will now be resumed near¬ 
ly Rs SO below the amount which was considered the desirable mini¬ 
mum for the past three years. What has been brought about in the 
matter of Government employees will naturally hold good wit regar 


to private enterprise as well. 

Reinforcing its argument for a lower minimum the Pay Commi - 
cion observes: “The minimum wage fixed under the law ranges from 
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Rs. 30 to Rs. 52.50 per month. 1 ' It goes on to point out in great detail 
that in the private sector the prevailing minimum wage was every¬ 
where less than Rs. 75 a month, that it generally ranged from Rs. 15 
to Rs. 75, the latter figure being “very exceptional, limited to Delhi.” 
The generally prevalent rate varies, according to the Pay Commission, 
between Rs. 30 to Rs. 52.50. 

One last point on the need for care in choosing one’s statistics. 
The Pay Commission in one of its amazing irrelevancies quotes the 
figures for average annual earnings of factory workers in 1957. Though 
these have no bearing on the minimum wage question, the Commis¬ 
sion feels that they need to be referred to when discussing the minimum 
wage. But strangely a Tata publication cites annual factory average 
earnings for the same year with very different results. The two sets 
of figures are given below in Table I and II : 

Table I 

Average annual earnings 


Cotton Textile 

per capita during 1957 

Rs. 

1,363.5 

Jute Textile 

1,037.4 

Silk Textile 

1,215.7 

Paper Mills 

1,212.8 

Printing, Publishing and Allied Industries 

1,217.5 

Tanneries and Leather Finishing 

775.9 

Artificial Manures 

1,284.8 

Heavy Chemicals 

1,259.0 

Matches 

914.0 

Iron and Steel 

1,929.0 

Metal Containers and Steel Trunks 

1,101.0 

Textile Machinery and Accessories 

1,201.1 

Ship-building and Repairing 

1,658.9 


Source: Pay Commission’s Report 1957-59. 
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Table II 

Industry Average annual earnings 

of Factory Workers 
(Industry-wise) 



Rs. 

Textiles 

1,243.0 

Paper & paper products 

1.158.0 

Rubber & rubber products 

1,497.0 

Chemicals & Chemical products 

1.147.0 

Products of petroleum & coal 

1.990.0 

Other non-metallic mineral products 

835.0 

Basic metal industries 

1.463.0 

Machinery except electrical 

1,189.0 

Electrical machines, etc. 

1,438.0 

Transport equipment 

1,482.0 

Electricity, gas & steam 

1,592.0 


Source : Tata Industries Pvt. Ltd. 


On the subject of dearness allowance, the Government of India 
has been since 1948 in a state of panic about the price index and the 
effect of its steady rise on its wage bill. When the first Pay Com¬ 
mission made its recommendations, it based its calculations on a cost 
of living index of 260. This was made applicable to the then pre¬ 
vailing index figure of 285. It was around 317 when the Government 
of India started to implement the recommendations. This is an im¬ 
portant point because the main feature of the first Pay Commission 
Report was a formula for the automatic neutralisation of rising prices 
When in January 1948 the Government found the index at 35 , i 
declared that the automatic adjustment of dearness allowance to price 
index had been abandoned but at the same time conceded an increase 

of Rs. 10. . • _ 

Had the Government not become alarmed at the trend 0 8 

prices but followed the neutralisation formula of the 1947 Pay orn 

mission of Rs. 5 for every variation of 20 points in the cost of bving 
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index or 5.6 points in the working class consumers index—it would 
not have been appreciably worse off today than it is under the re¬ 
commendations of the 1957-59 Pay Commission. For the Union Gov¬ 
ernment, modifying the 1947 Pay Commission recommendations, had 
fixed the basic wage at Rs. 30, and the dearness allowance at the cost 
of living index of 317 at Rs. 25. If the rate of Rs. 5 for every 20 
points rise in the cost of living index had been respected, the Union 
Government would have had to pay Rs. 25 more in December 1958 
when the index stood at 414, Rs. 30 more in 1959-60 when the index 
stands at 436; This means that the effective minimum wage would 
have stood at Rs. SO in 1958. and at Rs. 85 in 1959 and later. 

The 1957-59 Pay Commission has made proposals which fix the 
basic wage at Rs. 70 at 1949 prices, and a dearness allowance of 
Rs. 10 related to the consumer price index of 115. Again, while 
the first Pay Commission favoured an automatic adjustment of dear¬ 
ness allowance every six months based on the latest three months 
index figures, the Second Commission requires the Government to 
reconsider the matter when the index rises and remains for a whole 
year ten points above 115. 

There are two points that are worth noting in this connection: 
Firstly, the difference between the two Pay Commissions’ proposals 
is so small as to vitiate the second Pay Commission’s elaborate argu¬ 
ments against the formula of neutralisation put forward by the first. 
Secondly, the reliance on a year’s price performance leaves wide 
scope for manipulation. The second Pay Commission expresses the 
view that a rise of Rs. 5 for every 20-point rise in the cost of living 
index is excessive compensation—amounting to 130% in the lowest 
range, instead of 100 per cent neutralisation. It suggests instead 
Rs. 10 for the first rise of 15 points in the price index (or 53.40 rise 
in the living index) but it leaves it to the Government to determine 
at what rate compensation for rising prices will be made for the next 
ten point rise in the price index. 

Mr. Jawaharlal Nehru in his broadcast appeal referred to the 

101 



REFLECTIONS ON THE PAY COMMISSION 


consequences, to the Third Five-Year Plan, of inflation following on 
acceding to the demands of the Union employees. This, and his 
earlier appeal to the public to work hard now and to enjoy the fruits 
of their labour later, fit admirably into the Bangalore Congress reso¬ 
lution favouring the running of State enterprises with a view to 
making profits and with the Draft Plan’s expectations of raising 
money out of State undertakings. The implication of all these state¬ 
ments, however, is not being boldly faced. It is nothing short of an 
assertion that a socialist economy calls for sacrifices from the workers, 
which at the lowest level means foregoing part of their wages, with 
a view to helping capital accumulation. 

There is some embarrassment, admittedly, in the Government of 
a Welfare State asking for this amount of self-denial from workers 
at the subsistence level. But the Government of India cannot avoid 
a decision one way or the other. It is relevant to mention here that 
in Soviet Russia in 1921-23 various expedients were tried— payment 
of wages in kind, rigging price indices, defaulting in payment, reduc¬ 


tion by currency depreciation. 

An illuminating chapter in E. H. Carr’s monumental “History 
of Soviet Russia." Vol. IV. is well-worth reading right now. “A 
price-index issued by the labour section of the Moscow Soviet for 
the calculation of wages in Moscow was attributed by Strumilin to an 
ingenious miracle-worker, who. like Joshua stopping the sun, appeared 
on the Moscow market, raised his eyes to heaven and cried, ’Prices 
be still’ and prices obediently stood still; some of them even receded 
in terror.” “In the Don, the workers in the last three months of -- 
were reported to have lost 34. 23 and 32 per cent respectively of their 

real wages through currency depreciation.” In August • 

miners in the Don had lost 33.5 per cent respectively of them r 
wages through currency depreciation owing to delays in paym - 
“Thus, the long-term interests of the Soviet economy ca e 
measures which in the short run imposed intolerable hardshtp^ o 
the industrial worker, who could see nothing m v.ew but harder w . 
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falling real wages and ever increasing fear of unemployment.” 

Russia, it may be added, had decided to do without foreign aid 
and the general aversion to the regime in other countries compelled 
it to adopt a policy of forced marches to Socialism. With the adoption 
of Socialism in one country as its policy, the situation altered. India, 
on the other hand, pursues a policy of not antagonising other countries 
and its reliance on foreign assistance has increased with each Five- 
Year Plan. 

The conclusions of the fifteenth tripartite Labour Conference regard¬ 
ing the norms that should determine the minimum wage, were ill- 

w 

conceived. Why the Government of India allowed itself to be made 
a party to it. it is difficult to imagine. Since one-third of the working 
force outside agriculture is in government employment—Union, States 
and local boards—to apply it to the other two-thirds would be more 
inflationary than even accepting it for government servants. Never hc- 
less. the Union Labour Minister has been active in pressing this on 
private enterprise—even so late as last month in the dispute in the 
Madras textile industry; and Industrial Tribunals have been at great 
pains to find justifying arguments to avoid imposing the minimum wage 
concept of the Labour Conference on industry. It is. however, disinge¬ 
nuous to have the thesis of the Labour Conference exploded by the 
second Pay Commission, and the lengthy argument on nutrition and 
diet in the Commission’s report serves only to emphasise the imeom- 
pctence of the Commission to pronounce on the subject. 

In the light of these facts, it is obvious that there has been all¬ 
round bungling. There appears to be a sudden anxiety for strong 
action reflected in a section of the Press, pressumably from the Gov¬ 
ernment. Nothing could be more fatal than misconceived strength 
at this stage. The strike, however, unsuccessful it might be. creates a 
situation which is prejudicial to the pursuit of planning. The Third 
Five-Year Plan might have been disturbed by conceding the demands. 
It will be completely obstructed by any false move on the part of 
the Government. 
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The only way out at this stage is to effect the implementation of 
the Pay Commission’s proposals with every possible additional con¬ 
cession to the employees, to ignore the academic arguments of the 
Commission which are provocative, and to write off the strike as a 
bad and bitter lesson. 

August 8, 1960. 
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THE COUNCIL FOR ECONOMIC EDUCATION 

The Council of Education was formed in 1957. 

The objects of the Council are: — 

(a) To collect, analyse and disseminate information pertaining to the 
economy of India or of any part thereof and/or of other countries 
having similar or related economic problems. 

(b) Without prejudice to the generality of the above provision, to collect, 
analyse and disseminate information tending to explain and illustrate 
the necessity and importance of the private sector in the economic 
life of India. 

(c) To provide statistical information and analytical studies of problems 
relating to the economy of India to all interested therein including 
business houses and newspapers, news agencies, journals, periodicals 
and all other publications, through the medium of a news service 
or by any other suitable means. 

(d) To publish articles, pamphlets, books, tracts and brochures with a 
view to enlightening and informing public opinion on all matters 
connected with the economic development of India and the structure 
of its economy. 

(c) To enlighten and inform opinion in schools, colleges, academic 
institutions and all associations and institutions in regard to the 
economic development of India through the publication of books, 
pamphlets and studies, and the circulation of information in the 
shape of news items or in any other form or by lectures, films and/or 
through all available media of expression. 

(f) To hold exhibitions, fairs and other such shows to educate the public 
on the extent and scope of the growth of Indian economy. 

(g) To ascertain, give guidance and express and communicate commer¬ 
cial, trade and professional opinion in respect of any matter referred 
to in this memorandum and in particular in relation to measures 
affecting trade and commerce and to procure changes of law or 
practice relating to or affecting the economy of India. 

(h) To lake all steps as may be considered necessary for promoting, 
supporting, or opposing by lawful means legislative or executive 
action affecting the economic interest of India and those engaged in 
any industry, trade, commerce, business or profession. 

(i) To bring together and promote co-operation amongst those engaged 
in industry, trade commerce or business in the private sector. 

(j) To diffuse information as to sound principles of trading and to 
impress upon the mercantile and business community the necessity of 
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maintaining an intimate knowledge of the state of their affairs by 
periodical investigations. 

(k) To establish, maintain, and conduct, or subsidise research work 
whether of a scientific or technical character and to promote study 
and research in matters relating to the economy of India or any part 
thereof and/or any other countries having similar or related economic 
problems either by providing, subsidising, endowing or assisting 
schools, colleges and educational institutions or convening and pro¬ 
moting meetings and conferences or by providing remuneration, 
stipends, scholarships, prizes or grants to professors, teachers and 
scholars and generally to encourage, promote and reward studies, 
resea r ches, investigations, experiments and tests of all kinds of 
India’s economy and its development. 

(l) To subscribe to, to become a member of and co-operate with any 
other body whether incorporated or not, whose objects are altogether 
or in part similar or complementary to those of this body and to 
procure from or communicate to any such body such information as 
may be likely to further the objects of the body. 
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